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Editorial Comment 


Accountants still argue about the speed of 
Progress of work of the tax department at Ottawa, and 
Assessment and no doubt will continue to discuss the mat- 
Taxation Work ter as long as Ottawa collects taxes from 

their employers or their clients. Need- 
less to say, the argument in recent years has tended towards 
severe criticism of the department. It often has shown 
little consideration for the stupendous task, through short- 
age of staff at a time when volume was multiplied, rates 
sharply increased, and numerous complications thrown in- 
to the bargain. That the department should get behind 
was almost inevitable, and probably a similar situation 
exists in other countries. In August we reproduced taxa- 
tion statistics then published by the department, and they 
included the following figures: 


Assessments for Made in Government Fiscal Year ended 
Taxation Year March 1942 March 1943 
Individual Corporation Individual Corporation 
MN re Vis Saas hb MARK 95,249 4,974 — — 
iy Ss Sis sroRie abos wb 291,931 4,097 316,468 6,573 
REED Sica As Scarenob ad atera” 545 105 325,126 3,273 
BN iiwd Oo hen bo Gat — 2 532 109 
DG eiGh seek chews -—- a so 1 
387,725 9,178 642,126 9,956 
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While the picture of this wartime rise in tax work is not 
complete without the corresponding figures for at least. two 
more years, it at least is evident, from the above and from 
other sources, that there was quite a bottleneck in the check- 
ing of returns for 1940, 1941 and probably 1942, which 
were the years in which income taxation was multiplied in 
scope. That would mean that until about 1944 the depart- 
ment was running behind. Since then it is understood to 
have been catching up. A great many individuals during 
1945 have received clearances for 1941 and 1942. We are 
informed that from April to September 1945, that is in the 
first six months of the government current fiscal year, no 
less than eight thousand corporation assessments were 
made, and that even more than this number should be dis- 
posed of in the current six months; since there are less 
than 10,000 tax paying corporations, that means speeding 
up in this branch of the department’s work. 

We are also informed that a report giving the statistics 
for a further year will be available by early January. 


We have just received the voluminous report 
Training of a Royal Commission on Veterans’ Qualifica- 
and Jobs tions, which includes recommendations number- 

ing no less than eighty-two. Recently the 
R.C.A.F. issued a “booklet” of 166 pages entitled “Em- 
ployers’ Guide”’ listing the training and qualifications of men 
in all sections of the air force. These are only samples of 
the elaborate machinery set up for the maintenance, train- 
ing and placement of ex-servicemen. They indicate the em- 
phasis placed on the problem of “rehabilitation” in this 
postwar period. But do we forget the all important fact 
that employment, and all the training and maintenance lead- 
ing up to it, is dependent on jobs, and that jobs in turn are 
dependent on opportunities? Does the desire of men to get 
back from overseas as quickly as possible mean a race of an 
over-supply of men for an under-supply of jobs? The way 
in which the employment statistics have turned the corner 
within the past three months, from a surplus of jobs to a 
shortage of jobs, suggests that an unemployment situation 
is developing already. If that is so, taxation should be 
modified and business stimulated. The current budget 
changes ease the strain on business and on individuals, but 
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considerably more will have to be done. What Canada 
needs, for this critical postwar period, is a vigorous expan- 
sion of private enterprise. 


The Senate committee on the Income War 
The Senate Tax Act held its opening session on October 
Tax Inquiry 14, when the scope of the inquiry and plans 

for conducting it were announced. No mat- 
ter what the government may do later, this Senate investi- 
gation probably is the opening phase of reform of our en- 
tire tax structure. Taxation in Canada is a maze of con- 
flicting principles, duplicate jurisdiction, and overlapping 
rates. The situation demands simplification, modification 
in some respects, and efficiency in administration. Piece- 
meal experiments are quite inadequate. 


From the time of the Atlantic charter, it 
Foreign Trade was generally accepted that the end of the 
and Its war would usher in a new era in which 
Settlement international commerce would be freed, 

not only from the restrictions arising out. 
of the war itself, but also from the shackles in the form of 
high tariffs, quotas, embargoes and blocked currencies; 
which had hampered it during the period of extreme nation- 
alism which intervened between the two wars. Now that 
the war is over, the time has arrived to implement this plan, 
yet apparently the nations are loath to do it. Instead, we 
have a lot of unsatisfactory theorizing about the principles 
of foreign trade, and of arguments which all too clearly 
imply a return to nationalist extremes. The imperial pref- 
erence, which was under discussion at a conference in Lon- 
don in recent weeks, is itself one of the barriers to freedom 
of trade, while in the United States, which through high 
tariffs tended to establish a one-way trade in American 
goods, the discussion continues on the subject of how Ameri- 
can goods can be marketed for value without taking some- 
thing in return. 

It is astonishing how such a fundamentally simple thing 
as trade has been swayed by so many brands of economic 
theory. From the primitive barter, which was exemplified 
as late as the nineteenth century by the trader who took 
European gadgets or cotton goods to the Pacific and brought 
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back a load of copra, we passed to an era in which the whole 
business of commerce was boggled by mercantilists who 
argued that the way for a nation to grow rich was to sell 
for gold and then hoard it. After the first world war we 
discovered what was unhappily termed “maldistribution of 
gold” and tried credit, only to find that selling international- 
ly on credit in many cases was not selling at all. War rela- 
tions of course have had something to do with this. Now 
we are disentangling the trade relations of world war num- 
ber two, but are still involved in the contracts of UNRRA, 
UNO, and other new international bodies. What may come 
out of the Bretton Woods conference on currencies, as far 
as concerns international trade, remains to be seen, but 
there is today a tendency to view commerce as a bookkeep- 
ing operation which may be kept in balance, not necessarily 
by settling in gold or in paper currency, but by a process 
of altering trade regulations and quotas. When we view the 
complications of international trade, and especially when we 
hope that it may be increased so that people of many coun- 
tries may prosper, we feel grave doubts about the ability of 
any authority to perform this operation. There should be 
greater safety in a plan which once again would permit in- 
dividuals and corporations to produce, sell and collect with 
the widest degree of freedom, and under which recourse to 
a governmental agency would be the exception rather than 


the rule. 


In this issue we publish two informative ar- 
The Cohen ticles regarding the report of the British Board 
Report of Trade committee on company law amend- 
ment, which was headed by Mr. Justice Cohen. 
It will be of interest to our readers to know that the gov- 
ernment of the United Kingdom is drafting legislation to 
implement in full the recommendations of the committee. 
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Accounts and Audit Recommendations 
of the British Committee 


By G. P. Keeping, C.A. 
Montreal, P.Q. 


ps ION company law has always followed fairly 

closely the company law of the old country. From 
time to time the acts of the two countries have been amend- 
ed or re-enacted with the result that the more advanced 
thought has been reflected in the legislation of the country 
which has the more recently amended or re-enacted its 
companies act. 


Company law in Great Britain at the present time is 
based on the Companies Act of 1929. The Dominion Com- 
panies Act enacted in 1934 and amended in 1935, which is 
our authority, in its accounts and audit provisions gave us 
the benefit both of the experience gained from the work- 
ing of the 1929 act and of the advance in accounting thought 
during the interval between the two acts. 


The publication, therefore, in Great Britain of the Re- 
port of the Committee on Company Law Amendment which 
was presented by the president of the Board of Trade to 
Parliament in June of this year cannot fail to be of interest 
to members of the profession in Canada. 


The keynote of the report can be said to be fuller dis- 
closure and this is best illustrated by quoting one of the in- 
troductory paragraphs of the report. 


“We are satisfied by the evidence that the great majority 
of limited companies, both public and private, are honestly 
and conscientiously managed. We believe that the system 
of limited liability companies has been and is beneficial to 
the trade and industry of the country and essential to the 
prosperity of the nation as a whole. The Companies Acts 
have been amended from time to time to bring them into 
accord with changing conditions, but if there is to be any 
flexibility opportunities for abuse will inevitably exist. We 
consider that the fullest practicable disclosure of informa- 
tion concerning the activities of companies will lessen such 
opportunities and accord with a wakening social conscious- 
ness. Accordingly, while in making our recommendations 
we have borne in mind the importance of not placing un- 
reasonable fetters upon business which is conducted in an 
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efficient and honest manner, we have included a number of 
proposals to ensure that as much information as is reason- 
ably required shall be made available both to the share- 
holders and creditors of the companies concerned and to the 
general public. We have also sought to find a means of mak- 
ing it easier for shareholders to exercise a more effective 
general control over the management of their companies. 
The result will be, we believe, to strengthen the already high 
credit and reputation of British companies. We must 
emphasize, however, that this objective will be attained 
more by the selection by the shareholders of the right gov- 
erning body of each company than by the provisions of any 
statute.” 

Inevitably fuller disclosure to a very large extent can best 
be achieved through the medium of the accounts and it is 
not surprising, therefore, to find that the recommendations 
dealing with accounts are both numerous and far reaching. 

Another interesting highlight of the report is a recom- 
mendation which is closely related to a problem exercising 
our minds and those of our brothers in the United States, 
to wit the closing of the profession. The committee recom- 
mends that, in so far as auditing of limited companies is 
concerned, the profession be closed. 

In the following paragraphs it is proposed to outline 
some of the more important recommendations affecting ac- 
counts and audit. Marginal references to the relevant sec- 
tion of the Dominion Companies Act are given as well as 
references in brackets to the British Companies Act. 

Books 

Sec. 111 (Sec. 122). No far reaching changes regarding 
the books to be kept by a company are recommended by the 
committee. It is recommended, however, that a subsection 
be added very much along the lines of subsection (3) of the 
Dominion act regarding the records of operations outside 
Canada. 

Balance Sheet 

Sec. 112 (Sec. 124). The Companies Act of 1929 dealt in 
very general terms with the information to be disclosed 
in the balance sheet and it will be recalled that the subse- 
quent Dominion Companies Act of 1934 enumerated in far 
greater detail the various classes of assets and liabilities to 
be distinguished severally in the balance sheet. Allowing 
for differences in terminology between the two countries the 
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recommendations of the committee provide for essentially 
all the detail called for by the Dominion Companies Act. 

The most interesting feature, however, is in the com- 
mittee’s treatment of reserves. The recommended amend- 
ment to the act defines three classes of reserve and provides 
that each class shall be shown separately on the balance 
sheet. The three classes correspond roughly to capital sur- 
plus, in its normally accepted sense, general reserves and 
reserves for contingencies. By defining those items the 
committee’s recommendations go beyond our act and for 
that reason the definitions are quoted below: 

(a) “The aggregate, if material, of any capital re- 
serves, defined as any amounts which, whether or not they 
were originally set aside as provisions to meet any diminu- 
tion in value of assets, specific liability, contingency or com- 
mitment known to exist as at the date of the balance sheet, 
are not retained for that purpose and are not regarded as 
free for distribution through the profit and loss, or income 
and expenditure account.” 

(b) “The aggregate, if material, of other reserves de- 
fined as any amounts which, having been set aside out of 
revenue, or other surpluses, are free in that they are not 
retained to meet any diminution in value of assets, specific 
liability, contingency or commitment known to exist as at 
the date of the balance sheet.” 

(c) “The aggregate, if material, of provisions which, 
not being provisions for the diminution in value of assets, 
have been set aside out of revenue or other surpluses, and 
are retained to meet, in cases where the amounts cannot be 
determined with substantial accuracy, any specific liability, 
contingency or commitment known to exist as at the date 
of the balance sheet: Provided that— 

(i) the amounts retained as provisions, whether for 
the foregoing purposes or for diminution in value 
of assets, shall not exceed such amounts as in the 
opinion of the directors are reasonably required 
for the purpose; 

(ii) in any case where the Board of Trade are satisfied 
that such disclosure would be prejudicial to the 
company’s interests and is not required in the pub- 
lic interest, the amounts concerned need not be 
shown separately but may be included under other 
headings if appropriate words are introduced to 
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indicate that provisions of this character are in- 
cluded therein.” 

The committee’s attitude towards fuller disclosure is 
clearly seen in the above proviso (i), which embraces not 
only any reserve for contingencies, but also any amounts 
set aside for diminution in value of assets and, presumably, 
deducted from those assets on the balance sheet. It is note- 
worthy that the report states later that such banking com- 
panies and discount companies as the Board of Trade may 
designate and assurance companies shall not. be compelled to 
show such reserves separately but that banking companies 
and discount companies shall indicate by appropriate words 
where reserves and provisions are included under other 
headings. 

The recommendations enumerate in some detail items 
which shall be dealt with by way of note on the balance 
sheet or in any statement or report annexed thereto. Most 
of the items so enumerated either fall into the category of 
contingent liabilities or are notes which are called for by 
good accounting practice, but two of them are worthy of 
mention here. In the case of a holding company a note is 
required of any shares or debentures of the holding com- 
pany held by subsidiary companies. The second item is that 
comparative figures for the immediately preceding balance 
sheet shall be given. 

Profit and Loss Account 

Sec. 118. The 1929 act is almost completely reticent on 
the subject of the profit and loss account and this fact is 
recognized by the committee. Again, the recommendations 
give reason to believe that a leaf has been taken from our 
book, amongst others, and modernized. For instance, the 
influence of the United States can be clearly seen in the 
body of the report wherein it is stated that “the account 
(referring to the profit and loss account) should be drawn 
up in accordance with accepted accountancy principles con- 
sistently maintained ...”. The recommendations of the 
committee provide for the inclusion in the act of a section 
devoted to the profit and loss account or income and expen- 
diture account and in that proposed section is set out the 
minimum of information to be disclosed in those accounts, 
information which agrees in many particulars with the Do- 
minion act. 

In its opening words the proposed section goes 4a little 
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ahead of our act in that it provides specifically that if a ma- 
terial change is made in the basis on which the account or 
any item therein is calculated attention shall be called to 
the change and to the effect thereof by way of note on the 
account. 


The section further provides that the aggregate, if ma- 
terial, of any amounts set aside to or withdrawn from re- 
serves shall be disclosed and similarly that the aggregate 
of amounts set aside to or withdrawn from what have 
previously been referred to in these notes as reserves for 
contingencies shall be shown. This section, if enacted, will 
undoubtedly leave a great deal to the judgment of the di- 
rectors and the auditors in deciding, firstly, what consti- 
tutes an amount set aside to a reserve and, secondly, what 
amount is material. But, in view of the committee’s 
definite stand against undisclosed reserves and their re- 
commendation that no reserve for diminution in value of 
assets shall exceed what is, in the opinion of the directors, 
reasonably required for the purpose, the case for hiding 
appropriations to reserves in the statement of income large- 
ly disappears. 

Disclosure of directors’ remuneration, which as the law 
now stands is similar to our 1934 act prior to the 1935 
amendment, comes in for considerable revision. The com- 
mittee recommends that the statement of income shall show 
separately or by way of note the following: 

(a) Total emoluments, including contributions made on 
their behalf to any pension scheme, attaching to the office 
of director receivable by the directors from and as directors 
of the company, any subsidiary company or any other com- 
pany of which the director is a director by virtue of the 
nomination of the first named company. 

(b) The total of all other emoluments, including contri- 
butions made on their behalf to any pension scheme, receiv- 
able by the directors whether as directors or otherwise from 
such companies in connection with the management of their 
affairs. 

(c) The aggregate amount of any compensation paid to 
directors or former directors for loss of office arising out 
of retirement from such companies. 

(d) The aggregate amount of any pensions paid to 
directors or former directors by such companies. 

Under subsection (b) above, it will be noted that dis- 
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closure is required of remuneration paid to managing di- 
rectors, a feature which was introduced here when our act 
was amended in 1935. 

In cases where the remuneration of the auditors is not 
fixed by the company in general meeting, it is recommended 
that the company be obliged to show such remuneration as 
a separate item in the profit and loss account. 

Finally, as with the balance sheet, comparative figures 
for the preceding period are recommended as a compulsory 
feature. 

Holding and Subsidiary Companies 

Sec. 115 (Sec. 127). The committee recognizes the de- 
ficiency in the existing definition of a subsidiary and recom- 
mends a new definition aimed to include in the category of 
subsidiary company all companies of which the control is 
vested in the holding company. 

Sec. 114. The report recommends that a holding com- 
pany be compelled to prepare a consolidated balance sheet 
and consolidated statement of income drawn up as far as 
practicable in a manner similar to that recommended for 
the accounts of companies and that such consolidated ac- 
counts be presented annexed to the annual accounts. There 
is provision, however, that the Board of Trade may exempt 
banking, discount and assurance companies from consolidat- 
ing with their accounts the accounts of any subsidiary 
carrying on a different business provided the relationship 
between the holding company and the subsidiary company 
is only temporary. It is also provided that if, in the opinion 
of the directors, it is impracticable or misleading to include 
in the consolidated accounts the accounts of any subsidiary 
company, the accounts of that subsidiary may be excluded; 
but in that case the directors must annex a statement giv- 
ing the reasons why it is impracticable or misleading and 
stating: 

(a) The holding company’s share of the profit or loss 
as shown by the accounts made up for the period ending 
within the holding company’s year. 

(b) As far as practicable, the aggregate earned surplus 
since acquisition attributable to the holding company. 

(c) Details of any qualifications in the auditor’s report 
upon the accounts of the subsidiary. 

If the accounts of any subsidiary consolidated with those 
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of the holding company are not made up to the same date 
as the balance sheet of the holding company the directors 
shall annex a statement giving the reasons why it is not 
practicable to do so. 

The committee has seen fit to recommend the inclusion 
of a new section providing that profits or losses of a sub- 
sidiary prior to acquisition by the holding company shall not 
be brought into the accounts of the holding company as 
revenue profits or losses. 

Audit 

Sec. 119 (Sec. 133). As mentioned earlier in these 
notes substantial changes in persons eligible as auditors 
of limited companies are recommended. Verbatim the re- 
commendations are as follows: 

“None of the following persons shall be eligible for ap- 
pointment as auditor of a company. 

“(a) A person who is not a member of any body, 
membership of which has been designated by the Board of 
Trade as qualifying its members to audit the accounts of 
companies or who has not been designated by the Board of 
Trade as qualified to audit the accounts of companies; 

“(b) A director or other officer or employee of the com- 
pany or of any of its subsidiary companies or of a company 
which is a holding company in relation to the first-named 
company, or of any of the subsidiary companies of such 
holding company; 

“(c) A person who is a partner of or in the employment 
of a director or other officer or employee of the company or 
of any of the companies referred to in sub-paragraph (b) ; 

“(d) A body corporate.” 

Some indication of the professional bodies which the com- 
mittee considers might be designated by the Board of Trade 
is given in the text of the report, where it is suggested that 
the list of “public auditors” appointed by the Treasury 
affords a precedent. This list, so far as future appointments 
are concerned, is limited to members of the various bodies 
of chartered accountants, of the Society of Incorporated 
Accountants and Auditors and of the Association of Certi- 
fied and Corporate Accountants. The desirability of per- 
mitting accountants with adequate qualifications obtained 
outside Great Britain to audit companies’ accounts is recog- 
nized in the provision giving the Board of Trade power to 
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designate persons who are not members of specified pro- 
fessional bodies. 

Subsections (b) and (c) quoted above close up very 
considerably the loopholes in the present act, which has al- 
most identically the same wording as our act. It is in- 
teresting to note that the exception extended in the present 
legislation to private companies has been omitted. 

Sec. 118 (Sec. 182). The committee recommends the in- 
clusion of a subsection that a retiring auditor if willing to 
act and eligible for appointment shall be deemed to be re- 
appointed unless some other person is duly appointed in his 
place or a resolution that he shall not be reappointed is duly 
passed. If enacted this will presumably mean that the usual 
resolution re-appointing auditors at each annual general 
meeting will gradually disappear. 

The committee considered that the present sec. 132 (2) 
(Sec. 118(2) of the Dominion Act) should be amended to 
make it compulsory for the company to inform the Board 
of Trade in cases where no auditors are appointed. The 
latter body would then have the duty of appointing auditors 
for the current year. 

Amendment of sec. 182(3) (Sec. 118(3) of the Do- 
minion Act) is recommended so as to give a retiring 
auditor, to whom notice of intention to nominate another 
person has been sent, the right to send a written statement 
of his views to the shareholders at the reasonable expense of 
the company. 

Sec. 120 (Sec. 134). Material amendment to this section 
is recommended with regard both to the auditors’ report and 
to his right to attend meetings. 

Dealing with the latter first, under existing legislation, 
both British and Canadian, the auditors have the right only 
to attend any general meeting of the company at which any 
accounts which have been examined or reported on by them 
are to be laid before the meeting. The suggested amendment 
gives to the auditors the right to receive notice of and at- 
tend any general meeting of the company. 

With regard to the auditors’ report the recommenda- 
tion of the committee reads as follows: 

“The auditors shall make a report to the members on 
the accounts examined by them and on every balance sheet 
and profit and loss account or income and expenditure 
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account, as the case may be, laid before the company in 
general meeting during their tenure of office, and the 
report shall state: 

“(a) Whether in their opinion proper books of account 
have been kept or, in the case of a company with branches 
whose books have not been examined by the auditors, 
whether proper books of account have been kept at the 
principal office and branches visited by the auditors and 
proper accounts and returns adequate for the purposes of 
their audit have been received from other branches; 

“(b) Whether or not they have obtained all the informa- 
tion and explanations which to the best of their knowledge 
and belief were necessary for the purposes of their audit; 

“(c) Whether the balance sheet and profit and loss ac- 
count, or income and expenditure account, referred to in the 
report are in agreement with the books, accounts and re- 
turns, and whether in their opinion and to the best of their 
information and according to the explanations given to 
them the accounts are properly drawn up in accordance 
with the provisions of the new act and exhibit a true and 
fair view of (1) the state of the affairs of the company as at 
the date of the balance sheet and (2) the profit or loss, or 
net income or net expenditure, for the period ended on that 
date; and 

“(d) In the case of a holding company which does not 
annex consolidated accounts to its annual accounts, whether 
in their opinion the reasons given by the directors for not 
presenting consolidated accounts are satisfactory and 
whether the particulars given in respect of profits or losses, 
or net income or net expenditure, and the qualifications in 
the auditors’ reports upon the accounts of subsidiary com- 
panies have been properly compiled from the information 
contained in such accounts and the auditors’ reports there- 
on.” 

In subsection (a) above the auditors are, in effect, called 
upon to report whether the company has complied with sec- 
tion 122 of the proposed new act. Subsection (b) shows 
little change from the wording of the present report. While 
it has been considered that the auditors’ report would 
embrace the result of operations for the period as well as 
the balance sheet, the profit and loss account is not men- 
tioned in the statutory requirements of the auditors’ re- 
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port in either the British or the Dominion acts. The com- 
mittee’s recommendations in subsection (c) above rectify 
this situation. In the same subsection it is interesting to 
note that the wording “‘as shown by the books of the com- 
pany” in the existing section has been altered so as to do 
away with any possibility which might have existed that 
auditors were within their rights in certifying that the 
accounts are properly drawn up simply because they are in 
accordance with the books. Under the British act auditors 
are not called upon to state in their report how the results 
of subsidiary companies have been dealt with and it is the 
responsibility of the directors to make a statement along 
the lines of our section 114. The proposed amendments still 
place on the directors the responsibility for such a statement 
but under subsection (d) above the auditors are called upon 
to state their opinion of the directors’ statement. 

In the case of a holding company annexing consolidated 
accounts to its annual accounts, the committee recommends 
that the auditors be required to examine the consolidated 
balance sheet and consolidated profit and loss account and 
to make a report to the members of the holding company 
stating whether in the opinion of the auditors: 

(a) The consolidated balance sheet and the consolidated 
profit and loss, or income and expenditure, account are 
properly drawn up in accordance with the provisions of 
the new act from the balance sheets and profit and loss, or 
income and expenditure, accounts of the holding company 
and of the subsidiary companies, the accounts of which have 
been consolidated, after giving effect to any adjustments 
made by the directors. 

(b) The adjustments, if any, made by the directors are 
appropriate, or any other adjustments are required, accord- 
ing to the best of their information and the explanations 
given to them by the directors of the holding company. 

(c) The reasons given by the directors for the imprac- 
ticability of making up the balance sheet of any subsidiary 
company to the same date as that of the holding company 
are satisfactory. 

(d) The reason given by the directors for excluding any 
subsidiary company from consolidation are satisfactory. 

(e) The particulars given in respect of the profits or 
losses, or net income or net expenditure, and the qualifica- 
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tions in the auditors’ reports upon the accounts of sub- 
sidiary companies excluded from consolidation, have been 
properly compiled from the information contained in such 
accounts and the auditors’ reports thereon. 

The committee also recommends that the auditors be 
required to refer in this report to any qualification upon 
the accounts of the holding and subsidiary companies 
which have been consolidated, provided that it shall not be 
necessary to refer to any qualification which, whilst appli- 
cable to the accounts of a subsidiary company as a separate 
company, is not material in relation to the consolidated 
accounts. 

Although it cannot be denied that the recommended 
amendments would make of the auditors’ report a much 
more formidable article, it is surely fair to say that the ad- 
ditional onus which the new report would put on the auditor 
would lie more in its additional length than in its additional 
responsibilities. Is it not largely a matter of the auditor 
in his report being obliged by statute to answer questions 
which sound accounting practice and auditing procedure 
compel him to ask himself and to report on if the answers 
he obtains are not satisfactory? 


Some Aspects of Company Law Reform 


By W. Kaspar Fraser, K.C. 
Toronto, Ontario 


7 committee appointed by the president of the Board 

of Trade to consider amendments to the English Com- 
panies Act has recently issued its report, after extended 
hearings, at which evidence was submitted by numerous or- 
ganizations and individuals. 

The committee was satisfied by the evidence that, in 
general, companies are honestly managed; and emphasized 
the importance of not imposing unreasonable restrictions 
upon business which is properly conducted. The recom- 
mendations recognize the importance of disclosure as a 
means of lessening opportunities for abuse and the desir- 
ability of facilitating the exercise by shareholders of more 
effective control over the management. 

Among the aspects of company law dealt with which are 
of major interest and importance to those having to do with 
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the financing and administration of Canadian companies 
are the following: prospectuses; financial relations between 


.companies and their directors; shareholders’ control; ar- 


rangements and amalgamations. Important also are the 
recommendations in respect of the form, contents and circu- 
lation of accounts and the qualifications and duties of 
auditors; the latter recommendations are more appropriate 
for comment by members of the accounting profession. 


Prospectuses 

Traditionally, the primary function of the prospectus is 
to state to the investor the facts, with particular emphasis 
on the merits, in relation to the security which the investor 
is being induced to acquire. This function tends to become 
obscured by the necessity for complying with legal require- 
ments imposed with a view to ensuring that the prospectus 
discloses all material facts. If these requirements are suffi- 
ciently stringent the result is a document of inordinate 
length and complexity, unlikely to be read and difficult to 
be understood by the individual investor. An example is 
the typical prospectus complying with the U.S. Securities 
Act. Under such circumstances the function of the pros- 
pectus, apart from meeting the requirements of some regu- 
latory commission for permission to offer the security, is to 
achieve full technical compliance in respect of disclosure. 
Indirectly, to the extent that such compliance is defective, 
the prospectus facilitates the enforcement of claims against 
directors or other persons responsible for the prospectus if 
later things go wrong. 

The recommendations of the committee in respect of ad- 
ditional disclosure indicate an intention to preserve the 
primary function of the prospectus and to avoid undue 
length and complexity. 

The following is a summary of the principal new re- 
quirements for disclosure. 

Particulars are to be given in respect of any shares or 
debentures which are or are agreed to be optioned. Similar 
requirements are imposed by s. 77(1) (e) of the Dominion 
act and s. 49(1) of the Ontario Securities Act, 1945. 

In order to disclose the margin between the price at 
which property was originally acquired by intervening 
vendors and the price paid by the company, particulars are 
to be given of transactions, within two years of the date of 
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issue of the prospectus, in which any vendor, director, pro- 
posed director or promoter was or is interested, directly or 
indirectly. It will still remain unnecessary to disclose trans- 
actions where none of the classes of persons indicated were 
interested. 

The persons by whom preliminary expenses are payable 
are to be indicated ; to be shown are the amount or estimated 
amount of the expenses of the issue, so far as not included 
in the statement of preliminary expenses, and the persons 
by whom such expenses are payable. These would include 
the cost of advertising the prospectus, which under the 
English system of public offering is a substantial item. Un- 
der the Canadian procedure of underwriting advertising, 
expense is normally not important, particularly in the case 
of issues by Dominion companies where the scope of the ad- 
vertisement which may be issued, without bringing it within 
the definition of a prospectus, is severely restricted. 

Any benefit, in addition to any payment, given or intend- 
ed to be given to any promoter and the consideration are 
to be shown. 

The committee concluded against recommending that a 
summary of material contracts should be given, on the 
ground that this would result in the giving of such detail 
that the prospectus would be unduly lengthened without 
conveying clear information to the ordinary investor. The 
general nature of each material contract is to be given; 
this requirement is similar to that imposed by s. 77(1) (s) 
of the Dominion act. Copies of material contracts refer- 
red to in the prospectus are to be filed with the registrar. 
The committee points out that, if its recommendation for 
prescribing a period (not less than two days, excluding 
Saturdays, Sundays and bank holidays) between the adver- 
tising or first issue of the prospectus and the opening of the 
lists is adopted, there will be a brief opportunity for inspec- 
tion; and that the contracts will be available for future 
reference. It has not been found in this country that re- 
quirements for filing of documents in a public office afford 
protection to intending investors of which they avail them- 
selves. 

A further requirement, aimed at the omission of any 
material information, is that there should be stated “all 
other facts known, or which could on reasonable enquiry 
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have been known, to the directors, the omission of which 
would make any statement in the prospectus misleading”. 
It may well be that the legal advisers of the company, in 
their endeavours to protect directors (and others liable for 
statements in the prospectus) against the consequence of 
an omission, which in the light of after events may be held 
to be material, will recommend the inclusion of additional 
information in sufficient detail substantially to lengthen the 
prospectus. 

With respect to the financial information to be disclosed 
in the prospectus, there is to be a statutory obligation that 
the prospectus is to contain a report by the auditors of the 
company with respect to its assets and liabilities and, in 
addition, in the case of an issue by a holding company, as 
defined, a like report with respect to the assets and liabil- 
ities of the company and its subsidiaries; in making such re- 
ports the auditors are to make such adjustments as are in 
their opinion necessary for the purposes of the prospectus. 
Under both the Dominion act and the Ontario Securities Act, 
1945, where a consolidated balance sheet is required, this is 
in substitution for the legal balance sheet. There is no 
recommendation requiring the balance sheet to be made up 
to a date falling within a specified recent period. This is a 
requirement under the Dominion act (s. 77(3) (a) (i)) and 
the Ontario Securities Act, 1945 (s. 49(5)). No requirement 
is proposed in respect of furnishing a pro forma balance 
sheet. While in Canada also this is not a legal requirement, 
under certain circumstances, underwriters require and 
accountants recommend as necessary for the information of 
the investor the inclusion of a pro forma balance sheet giv- 
ing effect to the financing and the carrying out of trans- 
actions specified in the prospectus, if these are important. 

The period, which the report on profits or losses year by 
year is to cover, is extended to five years or from the date 
of incorporation, whichever is longer; and, if no accounts 
have been made up for a period ending on a date three 
months preceding the issue of the prospectus, this is to be 
stated. In the case of a holding company, as defined, con- 
solidated earnings only are to be reported on. In making 
the report on earnings the auditors are to make such ad- 
justments (if any) as are in their opinion necessary for 
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While the period to be covered by the earnings report 
under the Dominion act is only three years, in practice, un- 
derwriters insist on the report covering a much longer 
period and require the earnings of one or more pre-war 
years to be shown, if available. The committee points out 
that the auditors would not be justified in withholding 
comment, if, for any reason, the period covered by the re- 
port was affected by exceptional circumstances, of which 
war or trade cycles are mentioned as examples. 

The reports on assets and liabilities and on earnings are 
to show the figures as adjusted by the auditors. A state- 
ment showing such adjustment is to be filed with the regis- 
trar. Under the Dominion act the actual balance sheet 
must be included and the better opinion is that actual earn- 
ings must be shown. Where adjustments are required to 
give a true picture of the earnings year by year available 
to service the interest or dividend requirements of the 
securities or shares offered, in Canada, auditors custom- 
arily specify the adjustments in the report or at least 
indicate the result of making requisite adjustments. 

The rates of dividends paid on each class of shares for 
five years or shorter period, as the case may be, are to be 
shown. While there is no similar requirement under the 
Dominion act, if shares are offered, the dividend record, if 
relevant, is summarized in the prospectus. 

Additional reports of accountants to be named in the 
prospectus are to be required in respect of the assets and 
liabilities and the results of a business to be purchased or of 
a company shares of which are to be purchased, and which 
by reason of such purchase is or will become a subsidiary 
as defined. These requirements only apply if the proceeds, 
in whole or in part, are to be applied directly or indirectly 
in such purchase. The report (or reports where the issuer 
is a holding company) on assets and liabilities is to be 
similar to the report required in the ordinary case above 
outlined. The report with respect to profits or losses of the 
business to be acquired, or with respect to the results of 
the company which is, or is to become, a subsidiary (the 
report in the latter case to be in respect of the profits or 
losses attributable to the share interests acquired or being 
acquired) is to cover each of the five financial years im- 
mediately preceding the issue of the prospectus (or shorter 
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period since commencement of the business of the new sub- 
sidiary) ; and, if no accounts have been made up for a period 
ending on a date three months before the issue of the 
prospectus, this is to be stated. The figures to be shown are 
to be adjusted if necessary in the opinion of the accountants. 
Provisions similar to those above outlined are to apply 
where the issuer is a holding company as defined. 

The provisions above outlined are more far reaching 
than those contained in the Dominion act (s. 77(3) (c)). 

No recommendations are made in respect of requiring 
the statutory information to be set out in type at least as 
large as that used in the body of the prospectus. This is a 
requirement under the Dominion act (s. 77(2)). 

As regards civil liability for statements in the prospec- 
tus, this is to be extended to misleading as well as untrue 
statements. In respect of liability of directors, promoters 
and others for a mis-statement, purporting to be a state- 
ment by an expert or contained in what purports to be a 
copy of or an extract from a report or valuation of an 
expert, it has heretofore been a sufficient defence if it is 
proved that it fairly represented the statement or was a 
correct and fair copy of an extract from the report or valu- 
ation, unless it is shown that the person sought to be made 
liable had no reasonable ground to believe that the person 
making the statement, report or valuation was competent 
to make it. This is also the situation under s. 78(1) (iv) 
of the Dominion Act. The recommendation of the Com- 
mittee is that the onus is to be shifted, so that the defend- 
ant, in order to escape liability, must prove affirmatively 
that he had reasonable cause to rely on the expert making 
the statement, report or valuation. There is to be included 
in the list of persons liable for untrue or misleading state- 
ments every expert. who consents in writing to the inclu- 
sion in the prospectus of any copy of or extract from or 
summary of his report in the form and context in which it 
appears. The written consent of any expert, as defined, 
to such inclusion of any copy of or extract from or sum- 
mary of his report is to be delivered to the Registrar with 
every prospectus, which is not an offer to existing holders 
of shares or debentures. An expert is only to be liable for 
an untrue or misleading statement included in the prospec- 
tus with his written consent, but is not to be liable if he 
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proves that he had reasonable ground to believe and, up 
to the time of allotment, did believe that the statement was 
true and not misleading, or if he proves that, upon becom- 
ing aware of the fact that the statement was untrue or 
misleading, he notified the directors and withdrew his 
consent. 

The expression “expert” as defined in s. 27 of the Com- 
panies Act, 1929, includes engineer, valuer, accountant and 
any other person whose profession gives authority to a 
statement made by him. The definition in s. 78 of the 
Dominion act is the same. Obviously, a solicitor would be 
included. If any copy of or extract from or summary of 
the report of the expert appears in the prospectus with his 
written consent (which consent is required to be delivered 
to the registrar for registration with the prospectus) 
liability for untrue or misleading statements in the report 
will attach to the extent above indicated. 

During the hearings evidence was submitted that 
bankers, brokers, solicitors and auditors should be subjected 
to the same liability as attaches to directors and promoters 
for misstatements in the prospectus. The committee con- 
cluded that it would not be justifiable to extend such 
liability to banks and professional men by reason only of 
the fact of their appointment being stated in the prospectus. 
Under the English system of effecting public issues the 
name of the bank is displayed in prominent type on the face 
of the prospectus. The function of the bank is to receive 
subscriptions and application moneys. Under the Canadian 
system (with the exception of the rare case where the com- 
pany solicits direct subscriptions without the intervention 
of underwriters) it is the function of the issuing house to 
receive applications from purchasers of securities which 
the issuing house itself has agreed to take up and which it 
resells to the public. Moreover, chartered banks are pre- 
cluded under the provisions of the Bank Act from allowing 
their names to appear on a prospectus. 

Financial Relations Between Companies and Directors 

The evidence submitted to the committee mainly dealt 
with transactions by directors in the shares of companies 
of which they are directors, disclosure of remuneration, 
compensation for loss of office upon an amalgamation, loans 
to directors and voting by directors on matters in which 
they are interested. The evidence did not indicate that im- 
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proper share transactions by directors were common. The 
committee concluded that the remedy for any evil which 
may'‘exist lay in requiring publicity and pointed out that the 
practice in the United States of requiring directors’ trans- 
actions to be disclosed did not appear to have had any bad 
result. The recommendations involve (a) immediate dis- 
closure to the board; (b) making such disclosure available 
to shareholders once a year, and (c) the imposition of a 
fine both on the director and the company for non- 
compliance with their respective obligations. 

A director is to declare in writing, at a meeting of the 
board, his interest direct or indirect in any shares or deben- 
tures of the company or of any subsidiary or of any 
company of which the company itself is a subsidiary. The 
declaration is to be made on the coming into force of the 
new act or on the acquisition of the interest, whichever is 
later. Notice of sale or termination of the interest is to 
be given in writing at the next meeting of the board follow- 
ing. 

Such interests, sales and purchases (with dates and 
prices received or paid) are to be recorded in a book kept 
specially for the purpose. The book is to be open for in- 
spection at the registered office by any member or debenture 
holder for fourteen days before the annual meeting; copies 
may be taken; and the book is to be laid on the table at the 
annual meeting. The holding or dealing in shares or deben- 
tures by or on behalf of a company in which a director has 
an interest, which must be a controlling interest, will be 
covered; similarly options to acquire, sell or dispose of 
shares or debentures will be deemed to be an interest in 
such shares or debentures. 

Knowledge by the director of his interest and failure 
to comply with the obligations imposed are to subject him 
to a fine; and failure by the company to comply with the 
requirements imposed on it with respect to the book in 
which directors’ transactions are to be recorded is to subject 
it to a fine. 

It has not been found that shareholders frequently avail 
themselves of the information to be made available to them 
at the annual meeting of the annual statement of trans- 
actions in shares or securities by directors of public com- 
panies, pursuant to s. 96A(1) of the Dominion act. That 
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section also prohibits, under penalty, speculation for his 
personal account, directly or indirectly, by a director of a 
public company in the shares or securities of the company 
of which he is a director. 


The committee found that the existing provisions for 
disclosure to shareholders of the remuneration of directors 
did not go far enough. Such provisions exclude the operation 
of the requirement as to disclosure in relation to a manag- 
ing director or any sums paid otherwise than as directors’ 
fees to any director holding any salaried employment or 
office. While a further provision entitles shareholders, 
entitled to twenty-five per cent of the voting power, to 
require disclosure of the aggregate remuneration of all 
directors, including the managing director, such right is 
liable to be defeated by a proviso negativing the right to 
such additional information if the shareholders pass a 
resolution that the information be not furnished. Under 
the Dominion act (s. 113(2)) there must be shown the 
total amount paid as salaries, bonuses, fees or other re- 
muneration to the counsel, solicitors, or other legal advisers, 
and executive officers, including the managing director, and 
any other director, who holds any salaried employment or 
office in the company and devotes substantially the whole of 
his time to the business of the company or its subsidiaries. 
The committee did not consider that the principle of dis- 
closure should apply to executives who are not directors. 
In the result, the recommendations involve disclosure of the 
total emoluments attaching to the office of a director as 
such and receivable by the directors as directors of the 
company, any subsidiary, or any other company in which 
the director holds office by virture of a nomination by the 
company; disclosure of all other emoluments receivable by 
directors in that capacity or otherwise from such companies 
in connection with the management of their affairs; dis- 
closure of expense allowances to the extent treated as in- 
come of the director for income tax purposes. 

Amendments are recommended designed to make 
directors accountable for amounts received as compensation 
for loss of office, or in connection with retirement, or bene- 
fits receivable (in excess of those attributable to their 
shareholdings) upon an acquisition of the assets or of 
shares (on a general offer for the acquisition of shares) of 
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another company, without disclosure to and approval by 
the shareholders. 

Loans to directors by a company or a subsidiary are to 
be prohibited, except in the case of a loan made in the 
ordinary course of business by a company, the ordinary 
business of which includes the lending of money. A similar 
provision, in respect of loans by a company, which also 
extends to shareholders, appears in s. 15(1) of the 
Dominion act. 

Suggestions were made to the committee that there 
should be a general prohibition against directors voting at 
board meetings on contracts in which they are interested. 
The committee, while noting that the London Stock Ex- 
change, as a condition to permission to deal, requires the 
insertion in the articles of a provision prohibiting voting 
except on limited classes of contracts, considered a general 
prohibition to be impracticable. The recommendation in 
this regard is limited to a requirement that, where notice 
of the interest of the director is given to the board as 
required under the existing law, it is to be noted at the 
meeting of directors next following receipt. In addition the 
committee suggests that directors, as a general rule, should 
disclose in the report to shareholders contracts of any 
magnitude in which any director has a substantial interest. 
In this connection, it may be noted that the Dominion act 
(s. 95) prohibits voting by a director who is interested, 
except in the case of a contract to give security for advances 
or by way of indemnity, in the case of a private company 
where there is no disinterested quorum, in the case of a 
contract between the company and another company (usual- 
ly a subsidiary) where the director’s interest is limited to 
his being an officer or director and holding his qualifying 
shares. In other cases, where it is not possible to have the 
directors authorize the contract, by reason of the absence 
of a disinterested quorum, it is necessary, under the 
Dominion act that the contract should be confirmed at a 
special general meeting of the shareholders. 

Shareholders’ Control 

The ultimate control over the administration of. the 
affairs of a company rests with the shareholders. Such 
control is exercisable by voting in person or by proxy at 
meetings; and in practice is limited mainly to the election 
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of directors, criticism, in case of dissatisfaction, on matters 
affecting general policy or administration, or refusal to 
authorize or sanction proceedings or transactions initiated 
by the directors and requiring approval by the shareholders. 

Individual shareholders, as a rule, show little interest 
in meetings; rarely attend annual meetings and do not 
attend special general meetings in any numbers unless the 
proposal to be submitted is highly controversial. In the 
ordinary course, proxy forms, sent out by the management 
with the notice of meeting and containing the names of 
officers as proxies, are signed and returned. In the result, 
the directors having the control of the machinery for the 
summoning and conduct of meetings, proceedings at annual 
meetings tend to be purely formal; the accounts are ap- 
proved, the existing board is re-elected and the auditors are 
re-appointed, without discussion or opposition. 

In Canada, there has been consistent improvement over 
the last ten years, particularly in the case of large public 
companies, in the accounts submitted to the shareholders at 
annual meetings. The directors’ report, which customarily 
accompanies the copy of the accounts and the notice of the 
annual meeting, reviews the operations of the company over 
the past year. As a general rule, in the case of well managed 
companies of any size the accounts and directors’ report 
are sufficiently informative to make it unnecessary for ° 
shareholders to attend the annual meeting for the mere 
purpose of keeping in touch with the activities of the com- 
pany. The committee points out that in England the formal 
directors’ report required by law to be attached to the 
balance sheet is quite uninformative. While commending 
the practice of sending with the accounts a print of the 
speech which the chairman proposes to make at the meeting, 
and stating that the directors’ report ought to contain a re- 
view of the company’s activities and be as informative as 
possible, the committee considers that no extension of the 
existing requirements as to the directors’ report is possible. 

The recommendations of the committee in respect of 
meetings are mainly designed to enable shareholders to in- 
terpose effective opposition where proposals, which may be 
open to objection, are submitted; to give shareholders more 
time to consider proposals to be submitted at meetings; to 
enable them to organize effective opposition to proposals 
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which may be open to objection; and generally to encourage 
and facilitate an expression of their views. 

No less than 21 days’ notice is to be required, in the 
case of annual general meetings, and not less than 14 days’ 
notice in the case of other meetings (subject to the require- 
ment of 21 days’ notice applicable in the case of a meeting 
called for the passing of a special resolution). A majority in 
number holding 95 per cent of the voting share capital is 
to have the right to accept shorter notice, where 14 days’ 
notice is required. In the case of an annual general meeting 
the unanimous consent of all the shareholders entitled to 
attend and vote is to be requisite for less than 21 days’ 
notice. 

The requirement of the Dominion Companies Act 
(s. 117) applicable to public companies, that copies of the 
accounts to be submitted at an annual meeting are to be 
mailed to shareholders not less than 14 days before the 
meeting, in practice results in 14 clear days’ notice of 
annual meeting being given, as it is customary to mail the 
accounts with the notice of meeting. The statutory require- 
ment of 14 clear days’ notice of meetings is only operative 
in the absence of other provisions in the letters patent, 
supplementary letters patent or by-laws (s. 99). 

The recommendations in respect of meetings include the 
following: every member entitled to vote is to have the 
right to vote by proxy on a poll; the time limit for lodging 
instruments of proxy is not to exceed at least 48 hours 
before the time for holding the meeting or adjourned meet- 
ing; a shareholder is to have the right to appoint as proxy 
any person, whether a shareholder or not, and the notice 
of meeting must draw attention to such right; a proxy is 
to have the right to speak, as well as to vote; if at the 
expense of the company, forms of proxy or other communi- 
cations inviting the appointment of named persons as 
proxies are sent by the directors or other officers to share- 
holders, such forms or other communications must be sent 
to all shareholders; a shareholder is to be entitled to cast or 
direct a proxy to cast some of his votes against and others 
for a resolution or to abstain as regards other resolution, 
i.e., statutory recognition is given to the right, as to which 
question has arisen, to split the votes in respect of a share- 
holding, particularly in the case of shares held by nominees 
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for various beneficial interests; a poll may be demanded 
on any question other than an adjournment; a proxy to 
have the same right as a shareholder to demand a poll; five 
shareholders or the holders of not less than 10 per cent of 
the paid-up share capital or of the total voting rights of all 
the shareholders entitled to vote at the meeting, are to have 
the right to demand a poll. 

On the vexed question of the two-way proxy the com- 
mittee refrained from making any specific recommenda- 
tions. The term two-way proxy is a misnomer. It is a 
form of instrument, which has been developed in connection 
with compromises and arrangements, under which the 
shareholder instructs the proxy to vote in favour of or 
against the scheme for the consideration of which the meet- 
ing to which the instrument of proxy relates is being held. 
In effect, the use of such an instrument amounts to the 
casting of a vote in advance of discussion at the meeting, 
by reason of the instructions contained in the instrument. 
While the committee conceded that there were advantages 
in the use of the two-way proxy, to the extent that thereby 
shareholders’ control would be facilitated, it considered 
impracticable the compulsory adoption of the procedure, or 
the suggested alternative procedure of the three-way proxy. 
The latter is a form of instrument under which the proxy 
is directed to vote for or against certain specified resolutions 
and is authorized to vote at his discretion in respect of the 
resolutions or matters not specified. An enlightening dis- 
cussion of the difficulties inherent in the use of the three- 
way proxy will be found at pages 759 and 760 of the minutes 
of evidence. 

In Ontario the two-way proxy, which used formely to be 
used for meetings to consider a compromise or arrangement, 
has latterly been generally abandoned. It has been found 
to be a preferable procedure to issue two forms of instru- 
ment of proxy in the usual form, one containing the names 
of officers who will vote in favour of the proposals, unless 
otherwise instructed, the other leaving a blank for the in- 
sertion of the name of the proxy whom the shareholder may 
desire to appoint. 

With respect to the election of directors, unless the meet- 
ing unanimously determines otherwise, a separate resolu- 
tion is to be required for the election of each director; and 
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any director (subject to an exception in the case of a per- 
manent director of a private company) is to be subject to 
removal by ordinary resolution of the company, without 
prejudice to any contractual right to damages, where there 
is a contract relating to his services. 

A wholly novel recommendation of the committee is 
designed to enable shareholders, subject to certain safe- 
guards, to require the company to circulate certain com- 
munications to shareholders. There is to be the right on the 
part of 100 shareholders holding on the average not less 
than £100 of the paid-up capital per shareholder, or a share- 
holder or shareholders entitled to not less than 5% of the 
votes exercisable at a general meeting (a) on not less than 
35 days’ notice before an annual general meeting, to require 
the company to send out with the notice of the meeting a 
copy of any resolution which they propose to introduce, 
with a supporting statement not exceeding 1,000 words; 
any such resolution to be deemed to be within the scope of 
the meeting; (b) to require the company to send to share- 
holders entitled to receive notice of a general meeting, a 
copy of a communication not exceeding 1,000 words relating 
to any matter to come before a general meeting, provided 
that the communication is delivered to the company not 
more than 7 days after the service of the notice convening 
the meeting. 

In both cases the reasonable expenses of making copies 
of the resolution or communication to be sent to share- 
holders must be tendered to the company, subject to refund 
if the company in general meeting so resolves. 

Arrangements and Amalgamations 

It was pointed out to the committee in evidence that the 
sanction of the court to an arrangement can be obtained 
under the existing procedure without information being 
furnished, as to whether the requisite class vote has been 
obtained only by the votes of members of one class of share- 
holders having a preponderant interest as members of an- 
other class of shareholders or as creditors; or as to the 
personal interests of directors or trustees for debenture 
holders recommending the arrangement. 

As a matter of law a shareholder is not precluded from 
voting as a member of one class by reason of his holding 
shares of another class affected by the arrangement. 
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As to the question of the make-up of the vote sanction- 
ing an arrangement, the committee pointed out that, having 
regard to the practice of registration of shareholdings in 
the names of nominees, full information may not be obtain- 
able, although the best information available should be be- 
fore the court. The committee concluded that the point in- 
volved is one of procedure and not appropriate for legis- 
lation. 

In all cases a circular explaining the arrangement is to 
be issued with the notice convening the meeting. It is 
customary in Canada to issue such a circular, not only for 
the purpose of summarizing the effect of the arrangement 
in non-technical language, but also for the purpose of draw- 
ing the attention of shareholders to the necessity for and 
the advantages of the arrangement. The circular is to state 
any material interest of the directors in the arrangement; if 
debentures are affected by the arrangement, any material 
interest of the trustee (if any) for the debenture holders 
is similarly to be disclosed in the circular; in the event of 
default, every director or trustee for debenture holders 
knowingly a party to the default is to be subject to a fine. 
While what constitutes a material interest is not defined, 
no doubt, as in the case of the requirement to disclose 
material contracts in the prospectus, little practical difficulty 
will be encountered in determining whether any particular 
interest should be disclosed. Obviously, the requirement 
would involve a statement of the shareholdings direct or in- 
direct of a director and members of his family in each class 
of shares affected by the arrangement. 

A convenient method of amalgamation is provided by 
the statutory right of acquiring the outstanding minority 
interest, where a scheme or contract for the acquisition by 
one company of shares of another company has been ap- 
proved by the requisite precentage of holders of the shares 
affected. Section 124 of the Dominion act substantially 
adopts the corresponding provisions of the Companies Act, 
1929, in this regard, which provides means (subject to an 
order of the court) for the acquisition of a minority in- 
terest on the terms on which the other shares were acquired, 
if the contract of scheme has been approved by the holders 
of 90 per cent of the shares affected. In this country such 
a scheme is customarily carried out by means of an offer to 
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exchange shares of the purchase company for the shares to 
be acquired, although sometimes the offer is to purchase 
such shares for cash. Ordinarily, in Canada, the terms of 
a proposed exchange offer will be canvassed with the prin- 
cipal shareholders and individual directors; and, if approved 
by them, the offer will be accompanied by a circular recom- 
mending its acceptance by the shareholders to whom the 
offer is made. If the purchaser company is in a position to 
do so, it will require the issuance of such a circular, which 
is considered to be important, if not essential, for the pur- 
pose of inducing acceptance of the proposal. Where a cir- 
cular recommending an exchange offer is issued, there is 
an argument that there should be a statutory requirement 
that the reasons for recommending acceptance should be 
disclosed and that the circular should be accompanied by a 
recent financial statement, not necessarily audited. The 
offer may be made at a date some time after the last finan- 
cial statements have been made available to the shareholders 
and, in the meantime, important developments may have 
occurred affecting the value of their shares. Under existing 
statutory provisions a minority shareholder has no redress 
by reason only of the fact that there was not made available 
to him full information to enable him to determine whether 
he should accept or reject the offer. His obligation is to 
establish affirmatively that the price offered is inadequate. 

The committee draws attention to two defects in the 
existing statutory provisions: first, the absence of any pro- 
vision where the purchaser already holds more than 10 
per cent of the shares or class of shares proposed to be 
acquired; and, secondly, the fact that the dissenting min- 
ority has no right to compel the purchaser company to ac- 
quire its shares. 

On the first point the recommendation is that the statu- 
tory provisions should apply, notwithstanding that the 
transferee company is already the holder of one-tenth or 
more of the shares affected, provided that the scheme or 
contract entitles all holders (other than the transferee 
company) to sell their shares on the same terms and that 
there has been approval by the holders of not less than 75 
per cent in number, holding between them not less than 
nine-tenths in value, of the shares or class of shares sought 


to be acquired. 
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The recommendation on the second point is that where, 
as a result of the scheme or contract, the transferee com- 
pany has become the holder of not less than nine-tenths in 
value of the shares (or of any class of shares) of the other 
company, it is to be the duty of the transferee company to 
notify the fact to all holders of shares (or of any class of 
shares) in such other company; every such holder is to be 
entitled, within three months of such notification, to re- 
quire the transferee company to acquire his shares at a 
value to be agreed, or in default of agreement to be settled 
by the court. It is apparently contemplated that in default 
of agreement the value to be determined by the court would 
be payable in cash. 


INSTITUTE OF INTERNAL AUDITORS 


Beginning Tuesday, January 8, 1946, the Extension 
Department of the University of Toronto will offer a series 
of ten evening lectures in internal auditing. The course 
is sponsored by the Toronto chapter of the Institute of 
Internal Auditors, who will supply the lecturers. 


Measures of Central Tendency in 
Accounting 


By William McL. Hamilton, B.Sc.(Comm.) 
Montreal, P.Q. 


7 mechanics of bookkeeping serve to collect all the in- 

dividual items of a given nature in one account, so 
that they can be expressed in a single total in whatever 
statement is prepared from the books of account. It is often 
necessary, however, to go behind one or more of the items 
in such a statement to obtain additional information, which 
may not be available even by analysis of the ledger account 
itself, but resides in the mass of data from which the book 
of original entry was compiled. In work of this kind, useful 
assistance can be obtained, and a more satisfactory analysis 
made, through the use of certain methods which have been 
developed by statisticians for the analysis of the masses of 
data with which they work. 
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Averages—which are correctly termed “measures of cen- 
tral tendency”—are particularly deserving of more attention 
than they usually receive. Proper analysis of such items as 
wages, profits, sales, invested capital and many other ac- 
counts appearing in the annual statement can reveal most 
interesting information. Equally important, as a subse- 
quent example will show, is the use of alternative methods 
in cases where one method yields an unrepresentative figure. 

There are three principal measures which denote the 
central tendency of a given group of figures; the arithmetic 
mean, the median, and the mode. While each of the fore- 
going may be easily ascertained from a small group of data, 
calculations involving more than thirty to forty items tend 
to become involved, and a special technique, the frequency 
distribution, has been developed for the handling of large 
groups of figures. In this paper, we shall deal first with 
each of the measures of central tendency as applied to a 
small group of data, and then show in what manner the fre- 
quency distribution can assist in classifying and handling 
large masses of data. 

For purposes of illustration, use will be made of the 
following data, which was abstracted from a table of hour- 
ly rates for certain occupations in the primary cotton indus- 
try in 1934. In the following listing there seems to be no 
order to the amounts, and it is obvious that generalizations 
concerning the data would be difficult to make, and subject 
to considerable error, were they made simply by inspection. 


TABLE “A” 
Wage rates for selected occupations, primary 
cotton industry, 1934. 


-2655 2242 2443 
2234 -2083 .2614 
-2844 -2807 -2989 
4438 4136 -4705 
-2801 -2884 2581 
-2583 -5866 -9600 
-6126 -6808 


The Arithmetic Mean 
The arithmetic mean is the average which is familiar to 
almost everyone, as is its method of calculation, which is to 
add together all the items and divide the result by the 
number of items. In our particular example, the sum of 
the twenty items is $7.5439, and their average is 


7.5439 
2 oF .3772., 
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Because the arithmetic mean is easily computed, easily 
understood, commonly used and generally recognized, its 
advantages are obvious, and have given it considerable 
prominence. It has one disadvantage, which is that a few 
extreme numbers in a group distort it unduly. For ex- 
ample, in the series with which we are now dealing, the 
four highest amounts are considerably in excess of any of 
the other items (see the arrangement in table B, which 
follows), and if we drop these four amounts and compute 
an average of the remaining sixteen items we find it to be 
.2940, which a cursory inspection indicates is a more rep- 
resentative figure for the entire group than our original 
calculation of .3772. 

The Median 

This shortcoming does not affect either the median or 
the mode, which is one of their major advantages, for they 
are what is known as averages of position. To ascertain 
them, it is necessary that the data in question be assembled 
in order of magnitude. Thus, the data which we are using 
for an example can be compiled into the accompanying 
table. 

TABLE “B” 
Wage rates for selected occupations, primary 
cotton industry, 1934. 

.2083 

2284 

2242 

2448 

.2581 

.2583 

.2614——.2614 (Mode) 
.2655 

.2801 

.2807 ——.2825 (Median) 
.2844 

.2884 

.2989.3772 (Mean) 
4136 

4438 

4705 

5866 

6126 

.6808 

.9600 


The median is the value which divides such a table into 
equal parts; that is, when the items are arranged accord- 
ing to size, the median is the middle item. When there is 
an even number of items, so that no single item divides the 
group into exactly equal parts, the median is taken as the 
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arithmetic mean of the two central items. Thus, in our 
example, which contains twenty items, the median is 
10th item + 11th item a .2807 + .2844 2805 


2 
Had there been 21 items we would have used the eleventh 
item intact, since that would have divided the table into 
a group of ten preceding the median and a group of ten 
following it. 
The Mode 


The mode of a group of values is the value around 
which the items tend to be most heavily concentrated, that 
is the most frequent or most typical of the values. Strictly 
speaking, the mode should be repeated—as in the series 2, 
4, 5, 7, 7, 7, 9, 10, where the mode is obviously 7. In our 
example, however, no item is repeated exactly, and hence 
no proper mode exists; however, the close grouping of the 
items from .2581 to .2655, where there are four items, sug- 
gests that an item in that vicinity could be chosen as a rep- 
resentative mode; .2614, which is close to the centre of the 
group, seems the logical choice. It will be noted that the 
mode always, and the median at certain times, are actual 
numbers from the data being surveyed. 

The advantages of both the median and the mode as a 
measure of central tendency are that they are easily cal- 
culated, not distorted by unusually large or small items 
and hence more typical of the larger number of items in 
the series. Against this must be laid their disadvantages, 
which are that they are not so generally familiar as the 
mean, and that the data must be arranged according to size 
before they can be computed. 

Illustration in Use 

In table B we have indicated the three measures of cen- 
tral tendency in their respective places, and the differences 
between them are interesting to note. The mean has been 
considerably distorted by the few unusually large items, 
and any conclusion based upon it as typical of the entire 
series would almost certainly be erroneous. There are, for 
example, almost twice as many items (13) below this item 
as there are above it (7), while the nearest actual rates 
to it are .2989 below and .4136 above, so that the figure 
arrived at for the mean is considerably removed from any 
actual amount in the table itself. The median and the 
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mode, however, are very representative of the data, al- 
though in this instance the median is preferable, since it 
was subject to calculation while the mode was not as clear- 
ly defined as it might have been had some of the items 
been repeated. 

On the basis of such an analysis it is possible to say 
without fear of contradiction that the average rate of 
wages, per hour, for these selected occupations in the 
primary cotton industry in 1934 was .2825 cents (median) 
and that a typical wage was .2614 cents (mode). Anyone 
using the generally accepted “average” and quoting .3772 
cents as an average wage rate would obviously be quite 
wrong if he considered his average as typical in any way 
of the rates being paid. 

Classification Into Groups 

Unlike the sample example we have used so far, which 
contains only twenty items, actual practice often entails the 
analysis of numerous items, running into the hundreds, 
and in such cases it is manifestly impossible to deal with 
individual items with any degree of efficiency. In such 
cases the frequency distribution offers a solution, since it 
classifies the data into manageable groups. The following 
table is a frequency distribution of 105 items, yet it is 
considerably more easy to appreciate than the series of 20 
items we used previously. 


FREQUENCY DISTRIBUTION OF INVESTMENT YIELDS, 
COMMON AND PREFERRED STOCKS, JUNE 7th, 1945. 


(Source: Financial Times, June 8th, 1945) 


Yield % No. Stocks 
1.50—1.99 1 
2.00—2.49 1 
2.50—2.99 2 
3.00—3.49 6 
3.50—3.99 17 
4.00—4.49 20 
4.50—4.99 18 
5.00—5.49 17 
5.50—5.99 7 
6.00—6.49 5 
6.50—6.99 7 


, 7.00—7.49 4 ; 
In the preparation of a table such as the foregoing, 


certain procedures should be adopted for consistent re- 
sults. The classes, for instance, into which the table is 
divided should not merge into one another, for if they do 
uncertainty arises as to the location of border-line items. 
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Thus, if the first two classes in our tabulation had been 
1.50 - 2.00 and 2.00- 2.50 an item of 2.00 could legitimately 
be placed in either class. 

Frequency Distribution 

Most mathematical manipulations of a frequency dis- 
tribution postulate that the data is distributed evenly 
throughout each class, and wherever possible the class limits 
should be chosen so as to give effect to this, and so that any 
concentration of data falls about the centre of the class. 
Thus, if we are dealing with meal checks of a cafeteria, 
many of which are multiples of five cents, the appropriate 
intervals might be .08-.12, .13 -.17 and so on, so that the 
mid-values of 10 cents, 15 cents, etc., would coincide with 
the points of concentration of the data. Again, the class 
interval may be varied to accommodate certain data which 
extends over a wide field but tends to concentrate at a cer- 
tain point. Thus, we might start with class intervals of 
$10.00, reduce to $5.00, $2.50, and even lower as the concen- 
tration increases, and then widen the interval again as the 
data becomes more discrete (broken). Finally, there is the 
method of open-end distribution, in which the first class is 
“$xx and under” and which continues through the requisite 
number of regular classes, with the last class “$yy and 
over”. 

The number of classes depends upon the amount of data 
available, and its even distribution or otherwise. Fewer 
than seven classes or more than sixteen are seldom found. 
In general, classes should be so chosen, both in number and 
class intervals, that the data is fairly evenly distributed, 
without too-apparent irregularities, in increasing and sub- 
sequently decreasing numbers, much as in the example we 
have used. 

Details of Calculation 

Obtaining measures of central tendency from data ar- 
ranged in a frequency distribution is only a little more diffi- 
cult than from a similar number of individual items. The 
calculations are usually based upon the simple axiom, al- 
ready mentioned, that the items within each class are evenly 
distributed throughout it. Thus, in calculating the arith- 
metic mean, the mid-point of each class is taken as repre- 
sentative of all the items therein, and multiplied by their 
number to obtain a sum representative of them all. These 
sums are then added, and divided by the total number of 
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items to obtain a mean. The following example, using the 
stock yield data already quoted illustrates the procedure. 
CALCULATION OF ARITHMETIC MEAN, 


FREQUENCY DISTRIBUTION OF COMMON AND 
PREFERRED STOCKS 


Yield % Frequency Mid-Point fxm 
(7) (m) 

1.5—1.99 1 1.75 1.75 
2.0—2.49 1 2.25 2.25 
2.5—2.99 2 2.75 5.50 
3.0—3.49 6 3.25 19.50 
3.5—3.99 17 3.75 63.75 
4.0—4.49 20 4.25 85.00 
4.5—4.99 18 4.75 85.50 
5.0—5.49 17 5.25 89.25 
5.5—5.99 a 5.75 40.25 
6.0—6.49 5 6.25 31.25 
6.5—6.99 7 6.75 47.25 
7.0—7.49 4 7.25 29.00 

105 500.25 

Arithmetic Mean = ae = 4.764% 





The only point not perfectly clear in the foregoing table 
is the amount selected for the mid-point of each class; this 
is obtained by finding the arithmetic mean of the lower 
limits of two adjacent classes. For example, 1.75, the first 
mid-point, is 

1.5 + 2.0 _ 175 


Calculation of Median and Mode 

The calculation of the median in a frequency distribu- 
tion is even simpler than the foregoing, since it consists 
merely of locating the class containing the median and inter- 
polating within that class. Thus, for 105 items, the median 
is the 58rd item; accumulating the totals as we go along, 
we find that there are 47 items to the end of class 4.0 - 4.49, 
and 65 to the end of class 4.5 - 4.99; therefore, the median 
must be in the latter class. Actually, it is the sixth item in 
that class (47 + 6 = 53) so the calculation would be as 


follows. 


lower limit of 
Median=class containing PLUS { Bumber_of cases needed x class interval 
median number of cases in class 


6 
45 + is* s} = 4.67% 


The mode in a frequency distribution is calculated in 
much the same manner as the median, with the addition of 
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one factor, for despite the previous mid-point assumption, 
the values within a class tend to gravitate toward the point 
of greatest density, and account must be taken of this fact. 
The mode, or point of greatest concentration of the items, is 
obviously the class 4.0 - 4.49, with 20 items, in our example. 
The particular class containing the mode having been de- 
cided upon, the following is the calculation for obtaining the 
mode, where 


L—Lower limit of group containing mode 

X—Number of items in class above group containing mode 
’—Number of items in class below group containing mode 

C —Size of class interval 


Mode = L (xx x’ c) 
In the case of our waatblinier example, this gives us 





Mode — 4.00 +(e 7x 5) — 4.26% 
The three measures of outed tendency which we have 


now obtained are: 
Arithmetic Mean—4.76% 
Median —4.67% 
Mode —4.26% 


and from these we are able to make certain observations 
which, as anyone who will turn up a table of security yields 
in his daily newspaper will see, would be quite impossible 
without the making of some sort of analysis. Since this 
is an article on statistical method, and not on security 
analysis, we shall refrain from making the observations 
here. 

We have now examined three measures which are repre- 
sentative of a mass of data, and which can be obtained with 
comparative ease. The most widely used of these is the 
arithmetic mean, but it is a dangerous procedure to form 
conclusions upon its evidence alone, since it is often un- 
representative of the mass of the data. The median is usual- 
ly a better representation of the complete data, while the 
mode, when it can be determined, furnishes a typical from 
the mass. Used together, they furnish a check upon one 
another, and offer a more complete picture of all the items 
than it would be possible to obtain through the calculation 
of any individual measure. Practising accountants would 
be well advised to use them together more often, both as a 
check upon accuracy and as a source of information of con- 
siderable interest and value. 
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Form of Financial Statements 


IHHE Accounting Research Committee of The Dominion 

Association of Chartered Accountants believes that the 
form of the financial statements of The Duplan Corporation 
as set out below, would be of interest to the members of 
the Association and the readers of The Canadian Chartered 
Accountant. On the publication of these statements the 
New York Journal of Commerce made the following com- 
ments: 

“The report includes a financial statement of a new type 
which changes the usual assets and liabilities form of bal- 
ance sheet into a style which more quickly and clearly shows 
the important aspects of the financial condition of the com- 
pany. 

“Banks and financial houses which have seen the new 
statement say that it is a pronounced advance in the pre- 
senting of financial information and will be of aid to ex- 
perienced financial men as well as to the stockholders and 
the general public. For years the company has been a lead- 
er in using innovations in stockholder reports and on nu- 
merous occasions these have been said to be among the 
most effective produced in the country.” 

It is significant that the statement of assets and liabil- 
ities is not described as a balance sheet but rather as a state- 
ment of financial position. Unless it can be described as a 
balance sheet it is doubtful if this form could be used in 
the annual reports of Canadian companies. However, the 
form of presentation is an extremely interesting innovation 
and comment is invited from members of the Association 
particularly with respect to the question as to whether state- 
ments prepared in this form could be considered to be bal- 
ance sheets within the meaning of the companies acts. 

For the benefit of those unfamiliar with United States 
tax regulations it should be pointed out that the estimated 
refund of excess profits tax is realizable within the next 
year and therefore properly classified as a current asset at 
May 31, 1945. 

STATEMENT OF OPERATIONS 


The Duplan Corporation 
Years Ended May 31, a and May 31, 1944 








% 1944 % 
MIE, avccciviinss dinancsnta $20, 108. 353 100.00 $17,570,508 100.00 
Cost of goods sold ............ 16,201,698 80.57 14,475,959 82.39 
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Provision for depreciation ... 399,283 1.99 387,722 2.20 


- 


16,600,981 82.56 14,863,681 84.59 














3,507,372 17.44 2,706,827 15.41 
Selling, general and administra- 














| 501,352 2.49 411,166 2.34 
Profit on @ales ....6.cse00- 3,006,020 14.95 2,295,661 13.07 
Deductions from income: 
Reduction in book value of 
EEE. cc siesadeeakea x 80,023 
Loss under leasehold ....... 17,733 60,131 
Interest on notes payable .. 83,250 20,494 
Other deductions—net ...... 57,814 26,732 








158,797 79 187,380 1.07 











2,847,223 14.16 2,108,281 12.00 





Deduct provisions for: 


State income taxes ........ 90,000 51,222 
Federal income taxes ....... 260,000 290,000 
Federal excess profits tax— 

BEE -GpSiesnnsonieeeene an 1,800,000 1,220,000 
COMTI MONCIOS 66.0. o.0 ova scc0 00 50,000 50,000 








2,200,000 10.94 1,611,222 9.17 








Profit transferred to 
Earned Surplus ........ $ 647,22 3.22 $ 497,059 2.83 











Earnings per share of Common 
Stock outstanding at end of 
DORE sosweceneeakencaeeseaes $2.30 $1.54 


STATEMENT OF EARNED SURPLUS 
Years Ended May 31, 1945 and May -. 1944 
1945 


1944 
Earned Surplus at beginning of year .......... $2,785,109 $2,771,050 
PEE on ose vce ces ee cba bela bebe 647,223 497,059 


3,432,332 3,268,109 
Payments in cash: 
Dividends and redemption premium on Pre- 
DUN tcc aha ksh os nese sabes 240,000 
Dividends on Common Stock (60 cents per 
share in 1945 and 90 cents per share in 


ey er eet ere Cr ree ry ees 165,175 243,000 
In lieu of fractional shares on stock divi- 
WE “Ch vue kes senses chase ane knee veo 6,948 


172,123 483,000 
Distributions in Common Stock: 
2 dividends, each of 1 share for each 50 
shares held, aggregating 10,586 shares, re- 
sulting in transfer to: 


346 








FORM OF FINANCIAL STATEMENTS 


Capital Stock—stated value of $5 per 

RN EE ses Wis Sets ons fee 52,930 
Capital Surplus—market value on rec- 

ord dates, less $5 per share as above 174,231 


399,284 


Earned Surplus at end of year (see Note C) ..$3,033,048 $2,785,109 


SUMMARY OF INCREASE IN WORKING CAPITAL 
Additions during year: 


ghee ade ay occ gg S ATae ee Seka se seadeeeteue wes $ 647,223 
Provassen: FOF GOOTOCUNTION ovis cs oscicseswcks cxsas 399,283 
Provision for CONtiNGeNcles .... 26... ess Kees acess 50,000 
Estimated refund of excess profits tax .............. 172,500 
EE es ee ee RE CR era 36,928 

1,305,934 


Deductions during year: 
Reduction of notes payable (including prepay- 


ment of $200,000 due May 31, 1951) ...... $600,000 

Purchase of fixed assets ..................4. 205,383 
Cash dividends on Common Stock .......... 172,123 977,506 
PEIN Sains Succes beuKmane 6 tesa re mes $ 328,428 


STATEMENT OF FINANCIAL POSITION 
The Duplan Corporation 
rd May 31, 1945 and May 31, 7. 


CURRENT ASSET 1944 
WEE niet oon vat wo eoeusray rewea weveues $ 952,177 $ 977,626 
U.S. tax notes and certificates of indebted- 

ness, with accrued interest .............. 2,582,066 2,342,254 
Estimated refund of excess profits tax .... 172,500 
Trade accounts receivable ................ 1,482,240 937,612 
Inventories, valued at or below the lower of 
cost or market: 
Raw materials, work in process and sup- 
RUNS osc cee aren ee Maaa sate es wane 2,626,550 2,352,436 
TW UU SAIS oo bo se eee etwas 140,287 477,685 


7,955,820 7,087,613 


LESS: 

CURRENT LIABILITIES 
Notes payable within one year .......... 400,000 400,000 
Trade acceptances and accounts payable .... 698,030 723,470 
Accrued wages and other compensation .... 562,877 451,674 
Provision for estimated federal taxes ...... 2,195,980 1,763,798 
Other accrued liabilities .................. 148,923 103,265 
ee err a 84,176 108,000 
4,089,986 3,550,207 
WORKING CAPITAL ................ $3,865,834 $3,537,406 
oe a res 1.94tol 1.99 tol 
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1945 1944 
WORKING CAPITAL, brought forward ........ $3,865,834 $3,537,406 
FIXED ASSETS (at cost, less reserves) 
Mt <cctan ke luslsvsskeh aru se oes sabGuuebes> 120,589 115,164 
RN RO SUS Ae cSkeswkaccesnced $2,291,612 
Less depreciation .......... 1,407,066 884,546 897,765 
Machinery, plant and equipment .. 4,383,384 
Less depreciation ............ 2,153,209 2,230,175 2,437,723 
OTHER ASSETS 
Sundry investments (at cost or less) ...... 14,184 15,692 
Prepaid taxes and insurance .............. 94,881 101,359 
Estimated refund of excess profits tax .... 180,000 


7,210,209 7,285,109 


LESS: 
NOTES PAYABLE (see Note A) .......... 2,000,000 2,600,000 
RESERVE FOR CONTINGENCIES .......... 600,000 550,000 


2,600,000 3,500,000 


EXCESS OF ASSETS over Liabilities and Re- 
DE nSiros db danuskasak ea Newesassace $4,610,209 $4,135,109 


Represented by: 
COMMON STOCK, outstanding 280,586 and 
270,000 shares respectively (see Note B) $1,402,930 $1,350,000 
CAPITAL SURPLUS (resulting from stock 
DIPODD «oo venice cdawdenss ssndeicaces 174,231 
EARNED SURPLUS (see Note C) .......... 3,033,048 2,785,109 


$4,610,209 $4,135,109 


NOTES TO FINANCIAL STATEMENTS 
Year Ended May 31, 1945 

Note A, Notes payable are due: $400,000 on each May 31 of 1947, 
1948 and 1949, $500,000 on May 31, 1950, and $300,000 on May 31, 1951. 
Each year an amount equal to the net profits after taxes in excess of 
$500,000 is to be applied in prepayment of such notes in inverse order 
of maturity, but no more than $300,000 need be so applied in any year. 

Note B. At May 31, 1945, the authorized capital stock consisted of 
600,000 shares of common stock without par value, with a stated value 
of $5 per share. 350,000 of such shares had been issued, of which 
69,414 shares were then held in the Treasury. 

Note C. As long as the serial notes are outstanding dividends in 
cash out of the net profit of any fiscal year may not be more than 60% 
of such net profit nor more than $270,000 nor be declared if thereby 
the working capital would be reduced below $2,000,000. 

Note D. The financial statements do not reflect any refunds which 
may result from claims for relief under Section 722 of the Internal 
Revenue Code as to excess profits tax for the year ended May 31, 1942, 
and subsequent years. 
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Depreciation on Real Estate 


That there is no duty on the part of the tax department 
to make allowances for depreciation where such is not 
claimed, was one of the points expressed in a judgment of 
the Exchequer Court of Canada on August 21, 1945, in the 
case of Frederic J. A. Davidson, suppliant, and His Majesty 
The King, respondent. The discretionary power of the de- 
partment, it was held, is merely to “allow” a reasonable 
amount. 

In respect to an argument that the tax department went 
beyond its jurisdiction in taxing something which the act 
exempted, the court held that “there is a vast difference 
between an assessment that is invalid as being erroneous 
and one that is invalid as being made without jurisdiction 
to make it”, and that the act provided adequate means for 
appeal. 

The complete judgment, handed down by Thorson, J., is 
as follows: 

THorson J.:—The suppliant brings this petition of right to 
recover the sum of $11,144.77 as the total amount of overpay- 
ments of income tax alleged to have been made by him in respect 
of the years 1917 to 1934. 

The suppliant is one of the executors of the estate of his 
father, Joseph Davidson, who died on March 1, 1901. His 
mother was entitled to an annuity of $3,000 per year out of 
the income of the estate for the support and maintenance of 
herself and her son, Judson France Davidson, now a co-executor 
of the estate, but after her death on November 18, 1922, the 
suppliant became entitled to half of the estate in his own right. 
The corpus of the other half was to be held for the issue of 
the suppliant, but he was entitled to receive the income from 
it subject to an annuity to his brother and co-executor, Judson 
France Davidson, the amount of which, after certain judicial 
proceedings to determine the meaning of certain clauses in the 
will, was agreed, upon at $2,200 per year. 

The suppliant has managed the estate since the death of his 
father. It was in a difficult and confused position when he took 
it over, consisting mainly of real estate, against which there 
were substantial liabilities. 

After the Income War Tax Act came into effect in 1917 [1917 
(Can.), ¢. 28] the suppliant made two sets of returns each 
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year, one known as the T-3 return as executor of the estate, 
and the other as the T-1 return as an individual taxpayer. By 
this time the suppliant had a secretary to assist him in the 
management of his affairs and those of the estate and it was 
one of the duties of the secretary to prepare the income tax 
returns. While he relied upon his secretary for the accuracy 
of these returns, it is also a fact that he checked the correctness 
of some of them himself and that he always kept in close per- 
sonal touch with the administration of the estate. 

The T-3 returns gave particulars of the income of the estate, 
the interest paid on borrowed money, the taxes paid on its 
properties, the general expenses incurred for repairs and main- 
tenance, and the amounts claimed for depreciation. They also 
showed the amounts of income accruing to beneficiaries, includ- 
ing the suppliant, and the names and addresses of such bene- 
ficiaries. The T-3 was an information return. On the sup- 
pliant’s own T-1 return as an individual taxpayer he included 
as his income the same amount as had been reported on the 
T-3 return as income accruing to him as beneficiary. In due 
course he received assessment notices from the taxing authorities. 
In some cases such notices showed that no further income tax 
was due, in others that further tax was payable, which the 
suppliant subsequently paid, and in others that an overpayment 
of tax had been made in which case they were accompanied by 
a refund. No appeal was ever taken from any of the assessments 
made in any of the years in question. 

In his petition of right the suppliant claims that on the 
T-3 returns filed on behalf of the estate claims were made for 
depreciation on certain improved real estate owned by the estate, 
the income from which he was entitled to receive, but that on 
his own T-1 returns he by mistake neglected or omitted to deduct 
the amount so claimed for depreciation, but by mistake paid 
on the gross income without making such deduction which he 
was entitled to make. He also claims that his mistake was 
known to the taxing authorities and that it was the duty of 
the Minister and/or his officials, as soon as they discovered this 
overpayment in each year, to refund the amount so overpaid. 
The suppliant then sets out the amounts which he claims were 
overpaid in each of the years. 

There is nothing to show how each of these amounts is 
arrived at nor were any of them proved. 

It was contended for the respondent that even if the suppliant 
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ever had any right to relief such right was now barred by his 
failure to follow the procedure prescribed by the Income War 
Tax Act, R.S.C. 1927, ce. 97. Section 58 of the Act, prior to its 
amendment in 1944, read as follows: 

‘58. Any person who objects to the amount at which he is 
assessed, or who considers that he is not liable to taxation under 
this Act, may personally or by his solicitor, within one month 
after the date of mailing of the notice of assessment provided 
for in section fifty-four of this Act, serve a notice of appeal 
upon the Minister.’’ 

Such notice must be in writing and be served by mailing 
the same by registered post addressed to the Minister of Nation- 
al Revenue at Ottawa. It must follow a prescribed form and 
set out clearly the reasons for appeal and all facts relative 
thereto. The section is, I think, wide enough to cover any 
cause of complaint by a taxpayer. Then s. 59 provides that the 
Minister shall duly consider the notice of appeal and affirm 
or amend the assessment and notify the appellant by registered 
post. If the taxpayer is dissatisfied with the Minister’s decision, 
he may, by s. 60, within one month from the date of the mail- 
ing of the decision, mail to the Minister by registered post a 
notice of dissatisfaction together with a final statement of the 
facts, statutory provisions and reasons he intends to submit 
to the Court in support of the appeal. Section 61 provides for 
security for costs, s. 62 for the decision of the Minister upon 
receipt of the notice of dissatisfaction and statement of facts 
and s. 63 for the transmission of the necessary documents to the 
Exchequer Court of Canada. When these have been trans- 
mitted the matter is deemed to be dn action in the said Court 
ready for trial or hearing. Then s, 66 provides: 

“66. Subject to the provisions of this Act, the Exchequer 

Court shall have exclusive jurisdiction to hear and determine 
all questions that may arise in connection with any assessment 
made under this Act’’, ete. 
This language is, I think, clearly wide enough to cover questions 
affecting the validity or correctness of the assessment and any 
complaint the appellant may allege or have against it. Then 
s. 67 provides: 

‘67. An assessment shall not be varied or disallowed because 
of any irregularity, informality, omission or error on the part 
of any person in the observation of any directory provision up 
to the date of the issuing of the notice of assessment.’’ 
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Finally, the part of the Act dealing with appeals and procedure 
concludes with s, 69 as follows: 

‘69. If a notice of appeal is not served or a notice of dissatis- 
faction is not mailed within the time limited therefor, the right 
of the person assessed to appeal shall cease and the assessment 
shall be valid and binding notwithstanding any error, defect 
or omission therein or in any proceedings required by this Act.’’ 
If the suppliant had any right to relief from the income tax 
levied against him by any assessment on the ground that he had 
made a mistake in his return he could have appealed from the 
assessment in accordance with the above procedure and the 
Court could have given effect to his rights if established by set- 
ting the assessment aside. Then, if he failed to recover the 
amount of tax he had overpaid the way would be clear for a 
petition of right by him without being faced by a valid and 
binding assessment. The suppliant never made any appeal from 
any of the assessments but now seeks to recover the amounts 
which he alleges he overpaid. Counsel for the respondent con- 
tended that the suppliant was barred from relief by s. 69. It 
is well established that if the law prescribes the procedure to 
be followed by an aggrieved person in obtaining relief such 
procedure must be followed. The assessments are, therefore, 
now binding upon the suppliant and his case must fail unless 
he can bring himself outside the implications of s. 69 and show 
his entitlement to relief apart from the procedure prescribed by 
the Act. The onus is on him and it is a heavy one for the 
language of s. 69 is very wide. 

Counsel for the suppliant contended that the assessments made 
in each of the years in dispute were invalid. Two lines of attack 
upon their validity were laid down. In the first place, counsel 
relied upon s. 5(a) of the Act, as it stood prior to its aqnne- 
ment in 1940, which read as follows: 

‘*5. ‘Income’ as hereinbefore defined shall for the purposes 
of this Act be subject to the following exemptions and deduc- 
tions :— 

‘‘(a) Such reasonable amount as the Minister, in his discre- 
tion, may allow for depreciation,’’ 
and upon the judgment of the Judicial Committee in Pioneer 
Laundry & Dry Cleaners Ltd. v. Minister of National Revenue, 
[1939] 4 D.L.R. 481 at p. 485, [1940] A.C. 127 at p. 136, where 
Lord Thankerton said: 


‘“‘The taxpayer has a statutory right to an allowance in 
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respect of depreciation during the accounting year on which 
the assessment in dispute is based. The Minister has a duty to 
fix a reasonable amount in respect of that allowance.... ”’ 
Counsel’s argument was that under the section the suppliant 
had a statutory right to an allowance for depreciation, that the 
Minister was under a statutory duty to exercise his discretion 
in allowing a reasonable amount for depreciation, that the 
exercise of such discretion was a condition precedent to there 
being a valid assessment and that since there was no evidence 
that it had been exercised in the suppliant’s case the assess- 
ments levying income tax against him were invalid and void ab 
initio and the suppliant was not barred from relief by s. 69, 
even although he had not appealed from any of the assessments. 


There is more than one answer to this contention. The sup- 
pliant never made any claim for depreciation in respect of any 
of the amounts he reported as income from the estate. It is, 
I think, clear from s, 5(a) that it presupposes that a claim 
for depreciation has been made and that it is in respect of such 
a claim that the Minister is to exercise his discretion and allow 
a reasonable amount. The use of the word ‘‘allow’’ in the 
section connotes that there is a claim before the Minister for his 
consideration. It follows that where no claim for depreciation 
was made by a taxpayer there was no duty on the part of 
the Minister under s. 5(a@) to make any allowance of deprecia- 
tion to him for there was nothing before him in respect of 
which he could exercise his discretion. To suggest that the 
Minister must make an allowance for depreciation to a taxpayer 
even when he has not claimed any and that his failure to do so 
will render an assessment invalid and of no effect is, in my 
opinion, an utterly untenable proposition. If there was no duty 
on the part of the Minister to make an allowance for deprecia- 
tion to the suppliant he could have no statutory right to it. 

Even if the suppliant had claimed depreciation in respect of 
the amounts he reported as income from the estate it does not 
follow that he would have been entitled to it. This aspect of 
the case was not dealt with by counsel but is, I think, an 
important one. The depreciation allowance authorized by the 
Act is not an item of expenditure. It is quite a different thing 
from the expenses that may properly be offset against receipts 
in order to arrive at net profit or gain. The depreciation allow- 
ance is purely a statutory allowance authorized as a deduction 
or exemption from what would otherwise be taxable income. 
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Without the statutory authority for its deduction or exemption 
it would be taxable income. In that sense it is income that 
is exempt from tax but the true reason for such exemption is 
that, while it is included in what would otherwise be taxable 
income arrived at by deducting expenses from receipts, it is in 
reality an item of capital rather than one of income. That 
this is so is recognized by the Act itself, for s. 6(b) provides: 
‘6. In computing the amount of the profits or gains to be 
assessed, a deduction shall not be allowed in respect of 


‘*(b) any outlay, loss or replacement of capital or any pay- 
ment on account of capital or any depreciation, depletion or 
obsolescence, except as otherwise provided in this Act;’’ 
and it is, I think, clear that s. 5(a@) comes within the exception 
referred to in s, 6(b). The depreciation allowance authorized 
by the Act is not limited as in the United Kingdom to depre- 
ciation to plant and machinery resulting from wear and tear 
but extends to any asset used by the taxpayer in the production 
of his income. Likewise, the allowance is restricted to the assets 
so used by the taxpayer. The principle underlying the depre- 
ciation allowance is that an asset used in the production of 
income will in time be used up in the course of such production 
and that it would be unfair to tax the taxpayer on the full 
amount of the income produced from the use of his asset, since 
to do so would mean taxing him not only on the income from 
use of the asset but also on that portion of the asset itself that 
has been used up in the production of such income. The allow- 
ance for depreciation is, therefore, in this sense an item of 
capital representing the diminution in value of the asset for 
use in income production and is granted in order to enable the 
taxpayer to keep his tax producing position intact—he will still 
have his asset with its diminished tax producing value but he 
will also have the depreciation allowance to make up for such 
diminished value. A taxpayer whose income comes to him 
otherwise than from the use of his assets is not entitled to any 
depreciation allowance in respect of such income. It follows 
that a beneficiary of an estate, in so far as he is entitled only 
to income from it, is not entitled to deduct any amount of 
depreciation in respect of such income, since it is not his assets 
but those of the estate that have been used in the production 
of such income. Any amount that may be allowed for depre- 
ciation, being an item of capital, enures to the benefit of the 
estate and those entitled to its corpus. 
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It should be noted that in respect of half of the estate it was 
to be held as to the corpus for the issue of the suppliant and 
the suppliant was entitled only to the income therefrom subject 
to the annuity to Judson France Davidson. In respect of the 
income from this half of the estate the claim of the suppliant 
that he made a mistake in failing to deduct depreciation from 
it fails completely for he had no right to any such deduction. 

Moreover, the evidence is against the suppliant’s contention 
that he was mistaken as to his rights in the matter of deducting 
depreciation allowance. As executor of the estate he made full 
and detailed claims for depreciation in respect of the various 
assets of the estate used in the production of its income, such 
as apartment blocks, houses and machinery and, although there 
is no direct evidence as to any action by the Minister in respect 
of such claims, it may fairly be assumed that they were allowed 
to the estate. Then, the suppliant in his own right claimed 
depreciation in respect of the assets he received from the estate 
in his own right. While the Court order dividing the estate 
was not made until December 15, 1930, it is clear that there 
was a division made earlier. This was done sometime after 
making the 1926 returns, for in the T-1 returns by the suppliant 
commencing with the year 1927 claims for depreciation were 
made by him in respect of assets which were formerly shown 
as assets of the estate. It will be remembered that the suppliant 
became entitled to half of the estate in his own right on the 
death of his mother in 1922. The returns show that the sup- 
pliant as executor of the estate always claimed depreciation 
in respect of the assets belonging to it; that from 1927 to 1934 
he claimed depreciation in respect of the assets to which he 
was entitled in his own right; and that he never claimed any 
depreciation in respect of the amounts which were reported 
as income from the estate. His whole course showed a correct 
understanding of when he was entitled to claim depreciation 
and when he was not. 

For the years 1927 to 1934 the suppliant included in his T-1 
returns income from assets he had taken over from the estate in 
his own right and claimed and was allowed depreciation in 
respect thereof. He also included income from the other half 
of the estate the corpus of which was held for his issue. In 
respect of such income he was not entitled to any deduction 
for depreciation since it did not come from the use of any of 
his assets. If the amounts received by him from this half of the 
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estate during the said years exceeded the amounts he was en- 
titled to receive as income from it, that was a matter of ac- 
counting between the suppliant and the estate and does not 
entitle him to any relief in these proceedings. I am unable 
to see any valid claim by the suppliant in respect of the years 
1927 to 1934. Likewise, in respect of the years 1917 to 1922, 
prior to the death of his mother, the suppliant was entitled only 
to specific amounts of income from the estate and in respect 
thereof had no right to any depreciation allowance. His claim 
in respect of such years also fails. This leaves only the years 
1923 to 1926 for consideration. For these years the suppliant’s 
position was a different one. He had become entitled to half 
of the estate in his own right, and, inasmuch as the depreciation 
allowance to the estate was a capital item enuring to the bene- 
fit of the estate, he was entitled to a half interest in it as being 
part of the capital of the estate. His share of the capital of 
the estate, including the depreciation allowance made to it, 
was, as such, of course not subject to income tax. 

The second attack upon the validity of the assessments may 
now be dealt with. Counsel for the suppliant contended that 
they were invalid in that they assessed as income that which 
was not assessable as such, that an attempt was made to tax 
that which the Act exempted from taxation, namely, the amount 
allowed to the estate for depreciation, and that in attempting 
to do so the taxing authorities went beyond their jurisdiction. 
Counsel relied upon such authorities as Toronto R.Co.v. Toronto, 
[1904] A.C. 809; Donohue Bros. v. St. Etienne de la Malbaie, 
[1924], 4 D.L.R. 361, S.C.R. 511; Becker v. Toronto, [1933], 
4 D.L.R. 736, O.R. 843 and Can. Oi Fields Co. v. Oil Springs 
(1907), 13 O.L.R. 405. All these cases turn on the question 
of jurisdiction to assess and decide that an assessment made 
where there is no jurisdiction to make it is a nullity. In my 
opinion, they have no application to the present case at all. 
By s. 33 of the Income War Tax Act every person liable to taxa- 
tion under the Act is required on or before the thirtieth of 
April in each year to deliver to the Minister a return in such 
form as the Minister may prescribe of his total income during 
the last preceding year. Then, by s. 54 it is provided that after 
examination of the taxpayer’s return the Minister shall send 
a notice of assessment to the taxpayer verifying or altering the 
amount of the tax as estimated by him in his return. The 
suppliant made his T-1 returns in which he stated his income. 
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Each return contains a certificate by him that he has made a 
full and complete disclosure of his total income from all 
sources, that the information given therein and the statements 
of income and expenditure therein and all statements and in- 
formation contained in any documents furnished therewith are 
true in every respect and that the expenditures claimed were 
actually incurred. The taxpayer’s own return of his income, 
while not binding upon the Minister, may be the basis of the 
assessment made by him. It is reasonable that this should be 
so since the taxpayer knows better than anyone else what his 
income is. How, then, can it possibly be said that an assessment 
based upon the taxpayer’s own return of his taxable income is 
an assessment made without jurisdiction to assess? The ques- 
tion carries its own answer. In my opinion, the fact that the 
taxpayer’s own return of his taxable income may be the basis 
from which the assessment may be made distinguishes this case 
from those relied upon by counsel. The taxpayer may make 
an error in his return by including as income that which may 
really be capital or by failing to claim a deduction to which 
he may be entitled, and he may be able on appeal, in the man- 
ner prescribed by the Act, to show such error and have the 
assessment set aside but there is a vast difference between an 
assessment that is invalid as being erroneous and one that is 
invalid as being made without jurisdiction to make it. The 
latter is a nullity and can be attacked in collateral proceedings, 
but the former is not a nullity and is valid until it is set aside 
in proceedings taken in conformity with the Act. If the sup- 
pliant erroneously included in his T-1 returns of his income 
items to which he was entitled not as income but as capital any 
remedy he might have had was by way of appeal from the 
assessments. The contention of his counsel that each of the 
assessments for the years 1917 to 1934 was a nullity cannot be 
accepted. Both attacks on the validity of the assessments fail. 

There remains for consideration one other contention. Coun- 
sel for the suppliant relied strongly on s. 53 which provides as 
follows: 

‘53. The returns received by the Minister shall with all due 
despatch be checked and examined. 

‘*2. In all cases where such examination discloses that an 
overpayment has been made by a taxpayer the Minister shall 
make a refund of the amount so overpaid by such taxpayer’’, ete. 


He contended that the section gave the suppliant a statutory 
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right to a refund of the amounts of income tax overpaid by him. 
His argument was that the returns made by the suppliant dis- 
closed overpayments of income tax by him, that there was a 
statutory duty on the Minister to refund such overpayments 
- and that the suppliant had a statutory right to receive such 
refunds. This is the only section in the Act under which the 
suppliant has any possible hope for success, but he must show 
clearly that his case comes within its terms. It is, I think, clear 
that the primary purpose of the section was to simplify the 
process of making refunds. Without some such section no re- 
fund of an overpayment of tax could be made without an Order 
in Council under the Consolidated Revenue and Audit Act, 
R.S.C. 1927, ec. 178 [now 1931 (Can.), ce. 27]. Where it was 
clear from the returns that an overpayment had been made by 
a taxpayer it was deemed desirable that a refund should be made 
without the necessity of passing an Order in’ Council and the 
Minister was directed to make such refunds. While that was 
the primary purpose of the section, the language is mandatory 
and I see no reason why the reasoning that prevailed in the 
Pioneer Laundry case (supra) in respect of s. 5(a@) should not 
also govern in respect of s. 53(2). If there was a statutory duty 
on the Minister to make a refund, there was a statutory right in 
the taxpayer to receive it. 

Counsel for the respondent argued that s. 53(2) referred only 
to examination of returns made by the taxpayer. If this be so, 
the suppliant has no case under it, for there is nothing in 
any of his T-1 returns that could disclose any overpayment of 
income tax by him. Counsel for the suppliant contended, how- 
ever, that more than merely the taxpayer’s returns were re- 
ferred to. The sections preceding s. 53 deal with returns of 
various kinds, some taxpayers’ returns and others information 
returns, such as the T-3 returns. Section 53 requires the 
checking and examination of all returns. The interpretation 
of what is meant by ‘‘such examination’’ in s, 53(2) depends 
upon what is involved in the examination. The T-1 return is 
before the assessor for examination; he sees in it an item of 
income from an estate; this takes him to the T-3 return of the 
estate. The evidence of Mr. Patterson in the present case was 
that the T-3 returns were always checked against the T-1 returns. 
I am, therefore, of the view that the term ‘‘such examination”’ 
in s. 53(2) means the examination not only of the taxpayer’s 
T-1 return but also of any other return that would normally 
be looked at in the course of the examination and that in the 
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present case it would include the T-3 return made by the sup- 
pliant as executor of the estate. 


What did such examination disclose? The T-3 returns show 
for each year the amounts of income accruing to the beneficia- 
ries. In the earlier years there are six beneficiaries, but in the 
later ones there are only two, the suppliant and his brother, 
Judson France Davidson. In most of the years the total amount 
shown as accruing to beneficiaries exceeded the amount of net 
income of the estate after deduction of the depreciation allow- 
ance to it. This fact was apparent to the tax official who exam- 
ined the returns. The 1922 T-3 return carries the following 
notation: ‘‘Excess of net Income paid Beneficiaries out of De- 
preciation account. W’’. The 1923 return carries a similar 
notation. On the 1924 return the notation is ‘‘Excess Income 
shown as paid to Beneficiaries is paid out of Depreciation Fund 
and is taxable’. Similar notations with some variations in 
language appear on the T-3 returns for the following years. 
Counsel for the suppliant contended that it was apparent on 
the face of the two returns taken together that the suppliant 
was making overpayments of income tax, that the notations were 
proof that the taxing authorities were aware of such over- 
payments and that the suppliant came within the terms of s. 
53(2). I am unable to accept this contention. All that the 
T-3 returns show is that the total amounts of income accruing 
to beneficiaries exceed the amounts of net income of the estate 
left after deducting the amounts of the depreciation allowances. 
This is not enough to warrant a claim under s. 53(2). 

In my opinion, s. 53(2) was meant to cover cases where it 
is clear from the examination of the returns that there has been 
an overpayment of income tax by the taxpayer and where the 
exact amount of such overpayment is clearly ascertainable, as, 
for example, where the overpayment was due to an error in 
computation of rates or calculation of amounts or failure to 
make or subtract specified deductions. It does not cover cases 
involving an adjudication as to rights. It may be that the 
suppliant as executor of the estate made a mistake in distribut- 
ing as income more than he should have distributed as such 
or in distributing as income that which should have been dis- 
tributed only as capital but that is a matter of estate adminis- 
tration. And it may well be that the suppliant has paid more 
income tax because of the distributions by the estate than he 
might have had to pay if the distributions had been made 
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differently. The fact is that the distributions by the estate were 
made, whether rightly or wrongly, as distributions not of capital 
but of income and were reported as such. Likewise, they were 
received and reported as such by the suppliant and it is this 
receipt, rather than the source from which it came, that is of 
primary concern. There was no distribution or division of 
the capital of the estate until after 1926. It might also be 
debatable whether, if gross income from the estate was being 
distributed to beneficiaries as income, there was any right to 
depreciation allowance to the estate since the purpose of such 
allowance was not being observed, namely, the maintenance of 
the estate’s tax producing value. I pass no opinion on these 
questions. Certainly the taxing authorities were not called upon 
to make an adjudication in respect of them in order to deter- 
mine whether the returns disclosed that the taxpayer had paid 
too much tax. Such adjudication might have been made by 
the Court if an appeal from the assessment had been made, but 
that has nothing to do with the question whether an overpay- 
ment of tax was disclosed by the examination of the returns. It 
must be the examination of the returns, and not the determina- 
tion of some other matter, that discloses the overpayment. 

Moreover, before the suppliant can succeed under s. 53(2) he 
must show not only that the examination of the returns discloses 
an overpayment of income tax by him but also that it discloses 
the exact amount of such overpayment so that the Minister may 
be able to make a refund of ‘‘the amount so overpaid’’. The 
suppliant cannot comply with this requirement of the section. 
It would, in my opinion, be quite impossible, even if it were 
assumed that there had been an overpayment of tax by the 
suppliant, to take the returns for any one year and ascertain 
the amount of such overpayment. It is not possible to determine 
how the amounts of income of the suppliant are arrived at, nor 
ean it be ascertained from the returns how much of it was in- 
come to which he was entitled as such or how much of it came 
out of the depreciation fund or reserve or from some other 
source. 

In my judgment, not only did the examination of the returns 
in this case not disclose any overpayments of income tax by the 
suppliant, having regard to the distributions made by the estate, 
but also, even if that were not so, it would be impossible for 
the Minister to determine from the returns what refund to make. 
The suppliant’s ease falls outside s. 53(2) on both grounds. 
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While it may well be that the suppliant has in the result paid 
more income tax than he would have been called upon to pay 
if he had kept his administration accounts of the estate in better 
order and made its distributions differently, he has only himself 
to blame for this state of affairs. Having failed to take advan- 
tage of the provisions of the Act by way of appeal from the 
assessments, by which he might have obtained relief from his 
mistakes of accounting or distribution, he is now barred from 
relief by s. 69. Under the circumstances, the judgment of the 
Court must be that the suppliant is not entitled to any of the 
relief sought by him in his petition of right and that the re- 
spondent is entitled to costs. 

Judgment accordingly. 


Current Accounting Literature 


By Frank S. Capon, C.A. 

It is refreshing to read an article as balanced, as dis- 
passionate, as that on punched card accounting by T. A. 
Chapin in the October 1st N.A.C.A. Bulletin (885 Madison 
Avenue, New York). The purpose of the article, to use his 
own words, is neither to advocate nor to discourage the 
adoption of punched card accounting systems. Here are 
both the pros and cons, the advantages and disadvantages, 
the possible achievements and the limitations, the satisfac- 
tion and the disappointments. Of particular interest is the 
section dealing with the preliminary staff work necessary 
before setting up a system, the establishment of procedures, 
the decisions on the scope of the system, and the drafting 
of manuals. 

The Place of Internal Auditing 

In the same bulletin, D. M. Sheehan, comptroller of 
Monsanto Chemical Co., has presented an admirable review 
of the function of internal auditing, particularly in rela- 
tion to internal control. 

Small Office Problems 

Small offices are generally inefficient, not because the 
personnel lacks capacity, but because the conditions of the 
office tend to discourage the development of efficient 
methods. Volume is not sufficient to justify the use of 
mechanical devices, one man must often undertake the 
humblest and also the most senior accounting duties him- 
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self, and then he usually knows so much that he cannot 
bother keeping proper supporting data or explanations. 
These special problems are discussed by G. T. Kleinau in the 
15th October N.A.C.A. Bulletin, and he develops a surpris- 
ing one book, ringbook, accounting system for small offices 
that is well worth study by those who are concerned with 
the necessary inefficiencies of small scale accounting. 
Incentive Income Tax Plan 


An entirely new tax structure, named by its proposer 
F. W. Main, the incentive income tax plan, is submitted in 
the November issue of Taxes — The Tax Magazine 
(Chicago). The too brief explanation given with the plan 
takes a lot for granted, and a very much stronger case could 
have been built up. Nevertheless, open-minded tax men 
should at least give consideration to all new suggestions, 
and the above plan certainly contains some interesting 
points. 

Accounting for Reparations 

In a brief article in the October Journal of Accountancy 
(13 East 41st Street, New York), N. L. McLaren has lifted 
the curtain enough to give us a glimpse of some of the 
accounting problems involved in the collection of reparations 
from Germany. The development of the new monetary unit 
“repunit”, and the method of handling this inflationary 
“currency” without disturbing values of other currencies, 
are worthy of a longer and more detailed report. 

Corporate Accounting Principles 

Many of the fine points from the statements on policy, 
official bulletins, and other accounting releases by the 
American Institute of Accountants, the American Account- 
ing Association, and the Securities and Exchange Com- 
mission are contrasted in the October Journal of Account- 
ancy in the form of a discussion on corporate accounting 
policy. Accountants interested in this subject should not 
miss reading this invaluable contribution to accounting 
discussions. 

New Opportunities of the Profession 

John L. Carey, Secretary of the American Institute, re- 
peats the oft-heard statement that “no profession can be 
stronger than its personnel” in commenting in the October 
Journal of Accountancy on the potential future of the pro- 
fession and the straight and narrow path we must tread if 
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we are to achieve the goal dangled before our eyes. Sum- 
ming up his points under the headings personnel, profession- 
al standards, public relations, and co-ordination of account- 
ing activity, Mr. Carey plants our feet on the ground by 
reminding us that there is a price to pay for anything 
worthwhile. 
Financial Controls 

Although articles on financial controls are legion, now 
and again one stands out from the mass. Such a standout 
is the article on “Financial Controls and their Significance 
to Management” by G. C. Ellis in the October issue of The 
Controller (1 East 42nd Street, New York). Controls are 
defined as those devices which enable management to plan 
its operations, and conversely, a planned operation is the 
only operation that can be controlled. Mr. Ellis summarizes 
sales controls (both as to volume and selling expenses), 
operating controls, cost controls, and systems, and sums up 
with a pithy paragraph on what financial controls provide 
.... they provide one means of presenting facts to men.... 
they provide one means by which the individual can be made 
to think for himself. Here are all the real responsibilities 
and aims of the industrial accountant—as opposed to the 
bookkeeper—boiled down to less than four pages. 

Internal Reports to Management 

Financial statements do not and cannot provide manage- 
ment with sufficient data on which to make decisions and 
base financial policy—hence the need for internal narrative 
reports, the principles of which are outlined by Mr. D. Litt- 
ler in the October issue of The Controller. This article will 
provide suggestions for all industrial accountants, includ- 
ing those who are already preparing well developed reports, 
and the statistics on the type of statements and reports pre- 
pared in a large group of companies, the dates of release, 
the make-up of the contents and so forth are most interest- 
ing. 
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Income Tax Deductions 


ee tax deductions of four kinds, claimed by Siscoe 

Gold Mines Limited, but disallowed by the tax depart- 
ment, went before the Exchequer Court of Canada, which, 
in judgment given by Thorson, J., on November 12, 1945, 
upheld the department. 

In the income tax assessments levied against it for vari- 
ous years from 1929 to 1937, certain disbursements and 
expenses made and incurred by the company were disallow- 
ed as deductions from its income. The appeals from these 
assessments were brought because of such disallowances. 

The items were of four kinds, as follows: First, legal 
expenses paid in connection with title to the property. 
Second, exploration and development work on a neighbour- 
ing property. Third, payment to one of the directors on 
the ground of past services. Fourth, expense of gold medals 
distributed to directors and other persons. 


The deductions were all disallowed, the reasons in brief 
being as follows. Regarding the legal expenses, the judg- 
ment said in part: “The business of the appellant was that 
of gold mining and it earned its income from that business. 
The legal expenses incurred had nothing to do with the 
business of gold mining or with the earning of income there- 
from.” Second, regarding work on other claims, the judg- 
ment said: “I am quite unable to see by what right the ap- 
pellant can deduct these expenditures. It is quite clear that 
they were incurred for the purpose of determining whether 
the claims should be acquired as capital assets. If the option 
had been taken up, additional capital assets would have been 
acquired and the expenditures made would clearly have been 
capital outlays or payments on account of capital and could 
not have been deducted. The fact that it was decided to 
abandon the option and not to acquire the claims cannot 
change the character of the disbursements. They were 
losses incurred in connection with a capital venture.” Third, 
after quoting from the resolution authorizing the payment, 
the judgment said: “It is obviously not deductible as an 
expense for there was no obligation to make it ... In reality 
the expenditure, although put on the basis of payment for 
past services, was made in repayment for stock loaned to 
the appellant in connection with its financing.” Fourth, the 
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expense of gold medals was deemed to be not “necessarily” 
laid out or expended, and it had nothing to do with the earn- 
ing of the appellant’s income. 


Appeal on Expense Disallowance 


Ministerial discretion in respect of deductible expenses 
was the subject of a judgment of the Exchequer Court of 
Canada in Nicholson Limited, appellant, and the Minister 
of National Revenue, respondent. The decision was ex- 
pressed by Thorson, J., on October 5, 1945. 

The appeal from the assessments for income and excess 
profits tax for the taxation years ending January 31, 1940 
and 1941, was brought by the appellant because certain 
amounts of the salaries paid to its executive officers were 
disallowed as deductible expenses by the Commissioner of 
Income Tax. 

The judgment emphasizes that the court was not con- 
cerned with the decision of the minister as such, but with 
the correctness of the assessment under appeal. It con- 
cludes as follows: 

“It was not argued before me that the minister in mak- 
ing his determination under section 6(2) had not exer- 
cised his discretion on proper legal principles and there is 
nothing in the case to indicate or suggest that he did not 
do so. The determination cannot be challenged on any such 
ground. Counsel for the appellant argued on the facts that 
the minister did not correctly exercise his discretion in that 
he did not give proper consideration to the increase in the 
appellants’ business and profits and did not make a fair al- 
lowance for overtime work by the directors. The appellant 
had the fullest opportunity of placing its case before the 
minister and the facts were all before him before he made 
his determination. The matters referred to by counsel are 
among the very considerations that parliament has left to 
the discretion of the minister. The conclusion which he 
reached after exercising his discretion on proper legal prin- 
ciples is not open to review by the court. 

“The appellant has failed to show that the assessments 
under appeal were incorrect either in fact or in law and its 
appeal must be dismissed with costs.” 
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Beneficiary’s Right to Mine Depletion 


7 identity and origin of mining dividends received by 

a trustee are not lost in the general income, and the 
beneficiary is entitled to depletion allowance, concluded the 
Exchequer Court of Canada in the case of Grace Gilhooly, 
appellant, and The Minister of National Revenue, respond- 
ent. 

The appellant in this case was a beneficiary deriving in- 
come from the estate of John McMartin, of Cornwall, 
Ontario, who died in 1918. A large portion of the estate 
was in shares of Hollinger Consolidated Gold Mines Limited. 
The appellant claimed the right to deduction of allowances 
for depletion. The respondent claimed that the income, 
being from an estate, was not entitled to such deduction. 

In giving judgment on August 24, 1945, Deputy Judge 
Cameron concluded as follows: 

“The income is clearly that of the beneficiary and not 
that of the trustee and the beneficiary derives it from min- 
ing. This appellant has the right to receive from the trustee 
her proportion of the income from the mining shares set 
apart to produce income for her and the other life tenants. . 
The identity and origin of the mining dividends received 
by the trustees are not lost or merged in the general income; 
books are kept and the amounts so received accurately re- 
corded. Nor do I think that the mere fact that the work 
of the department would be increased by such an interpreta- 
tion (due to the necessity of going into the trustees’ ac- 
counts) is a sufficient reason for denying the statutory 
deduction. The work would probably be more difficult but 
that is not a valid reason for denying the statutory right. It 
is a matter of mathematical calculation.” 

He concluded: “For the reasons which I have set forth 
above, I am of the opinion that the appellant must succeed. 
There will, therefore, be judgment allowing the appeal and 
declaring that the appellant is entitled for the years 1937 
to 1941 to deduct from her income the allowances in force 
for the respective years as provided for in section 5 (1) (a) 
of the Income War Tax Act and as allowed by the minister 
to registered shareholders of the mine mentioned. The 
appellant is also entitled to be paid her costs after taxation.” 
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Personals 


Davis, Boyce & Company, chartered accountants, of 
Ottawa and Montreal, announce the appointment of T. 
Gordon Dalglish, C.A., as resident partner in Toronto with 
offices located temporarily at 86 Bloor Street West, Toronto. 

James F. Gibson, F.C.A., formerly of the Income Tax 
Division, Department of National Revenue, announces the 
commencement of professional practice with office tempor- 
arily at 109 Williamson Road, Toronto. 

Lloyd G. Arnold, C.A., announces the opening of an office 
for the practice of his profession at 67 Yonge Street, Room 
603, Toronto. 

Gordon S. J. Payne, C.A., and Philip T. R. Pugsley, C.A., 
wish to announce that on October 1, 1945, they entered into 
partnership with John Alfred Ryan, C.A., for the purpose 
of practising their profession as chartered accountants. Not- 
withstanding the untimely death of Mr. Ryan on October 
17, 1945, the surviving partners will continue to practise 
under the name of Ryan, Payne & Pugsley, chartered 
accountants, with offices at 524 University Tower, Montreal. 

Stiff Bros. & Sime, chartered accountants, Toronto, 
announce the admission to the partnership of Jack W. Nott, 
B. Com., C.A., formerly of the corporation assessment 
branch of the taxation branch of the Department of Nation- 
al Revenue, Toronto. 





Obituaries 


The Late Lieutenant James Arthur Cook 


The Society of Chartered Accountants of the Province of 
Quebec regrets to announce the accidental death of Lieuten- 
ant James Arthur Cook, in Detroit, Michigan, on October 
18, 1945. 

Lieutenant Cook served his apprenticeship with the firm 
of Sharp, Milne & Co. and became a member of the Society 
in 1941. Subsequent to passing his final examination, he en- 
listed for active service in the Canadian Army. He proceeded 
overseas in 1943 and had been back in Canada only a month 
prior to his death in an automobile accident in which both 
he and his wife were killed. 

To his family the Society extends sincere sympathy. 
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The Late John Alfred Ryan 


The Society of Chartered Accountants of the Province 
of Quebec regrets to announce the death on October 17, 
1945, of John Alfred Ryan, in his sixty-fifth year. 

A veteran of world war I, Mr. Ryan was demobilized in 
1918 with the rank of Captain, subsequently entering the 
employ of Price, Waterhouse & Co., to serve his apprentice- 
ship. After attaining his degree he became a partner in 
the firm of Coleman, Haskell & Co., leaving that firm to 
practise alone. At the time of his sudden death he had just 
formed the partnership of Ryan, Payne & Pugsley. Mr. 
Ryan took a keen interest in the affairs of the Society, 
serving on the Council during the years 1942-1944. His fine 
character earned for him the affection of all his confreres 
and his passing is a great loss to the profession. 

To his family, the members of the Society offer their 
sincere sympathy. 


The Late Thomas William Saul 

The Institute of Chartered Accountants of Manitoba 
regrets to announce the death of Mr. Thomas W. Saul, a 
partner of the firm of Rankin, Saul & Thornton, at the 
age of 79 years. 

Mr. Saul was admitted to the Manitoba Institute in 
1913 while with the firm of Webb, Read & Hegan. He 
later entered into partnership with the late E. V. Chaplin, 
C.A., then became a partner of Messrs. Stirling & Rankin, 
and subsequently the firm name was changed to Rankin, 
Saul & Thornton. 

Age and illness took their usual toll and for some years 
past Mr. Saul, although attending to his office duties, was 
in a low state of health. His pleasing and genial personal- 
ity won him many friends who mourn his passing. His 
son, Thomas E., and his grandson, Thomas A., are both 
members of the Institute, the only instance to date of three 
generations of Manitoba chartered accountants. 

Mr. Saul served on the Council of the Manitoba Institute 
during the years 1924 to 1926 and 1928 to 1940, was vice- 
president from 1936 to 1938 and president from 1938 to 
1940. He served on the Council of the Dominion Associa- 
tion during the years 1937 to 1940. 

The Manitoba Institute extends sympathy to Mrs. Saul 


and the family. 
A 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


By the time this issue of the magazine is in their hands 
our readers will have emerged, shaken but, we hope, un- 
scathed, from the ordeals with which the early part of Dec- 
ember is associated in the minds of the younger members 
of our profession. We extend our sincere good wishes to all 
who write the examinations and especially to the ex-service- 
men, and we hope that none will allow a conviction of failure 
to mar enjoyment of such holidays as Christmas and New 
Years may afford. 

a a # 

In a recent issue of “The Manchester Guardian”, Profes- 
sor A. C. Pigou essayed an answer to the question: If hours 
are reduced from fifty to forty per week and hourly wages 
are raised in the ratio of five to four so as to maintain the 
former level of weekly earnings what will the consequences 
be (ignoring the suggestion that forty hours a week may be 
as productive as fifty hours per week in the sense that fifty 
hours would certainly be more productive than a hundred 
hours) ? 

He points out first that with the present abnormal shor- 
tage of labour this policy will not lead (as it normally 
would do) to a reduction in the number of workers whom 
employers would find it profitable to engage and hence to 
a drop in the aggregate earnings of all wage earners em- © 
ployed and unemployed together. If a particular group of 
workers secures an increase and others do not this group 
benefits at other people’s—chiefly at other work-people’s 
expense, not directly but as a result of a complicated chain 
of price reactions. ‘Whether or not this is a socially de- 
sirable result cannot be decided in general terms. If the 
group of work-people affected have so far been getting a 
raw deal relatively to other groups, it is; in the contrary 
case it is not.” 

If the policy is adopted by wage earners as a whole we 
may expect that money prices will go up roughly in propor- 
tion to money wage rates, in which event wage earners 
will be no better and no worse off than they would have been 
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if money wage rates had been left alone. “The group of 
work-people in one occupation pick the pockets of other 
groups, but have their own pockets picked by these others 
to an equivalent extent.” The rise in prices has however a 
secondary result in that a change is produced in the relative 
position of debtors and creditors. “As things are at present, 
much the most important debtor is the state—that is to say, 
the taxpayers—and much the most important creditors are 
the holders, large and small, of the various types of govern- 
ment war loan. The policy of pushing up money wage rates, 
and so prices, means, then, that the recipients of war-loan 
interest are mulcted for the benefit of the taxpayer. If by 
a miracle it happened that the ratio between interest claims 
on the state and tax obligations was the same for every- 
body, no mulctor—may the word be pardoned?—would 
mulct anybody but himself and the distribution of real in- 
come among persons would be unaffected.” But in fact this 
ratio differs widely with different people and consequently 
a good deal of uncancelled mulcting would take place. Pro- 
fessor Pigou concludes: “If it is desired to alter the distri- 
bution of real income as between poorer and richer people, 
more direct and effective ways of doing that are available”. 
* - * 


PUZZLE 
A farmer’s wife drove to town to sell a basket of eggs. 
To her first customer she sold half her eggs and half an 
egg. To the second customer she sold half of what she had 
left and half an egg. And to the third customer she sold 
half of what she then had left and half an egg. Three eggs 
remained unsold and no eggs had been broken. How many 
eggs were there originally in the basket? 
* * * 
ANSWER TO LAST MONTH’S PUZZLE 
The logs will have made seven revolutions. The distance 
the garage will have moved forward with each revolution 
is not equal to the circumference of the logs but to twice 
this figure. The motion can be revolved into two parts. If 
the logs were lifted off the ground and supported at their 
centres (the centres remaining stationary) one revolution 
of the logs would move the garage eighteen inches. If the 
rollers were on the ground and without the garage one 
revolution would carry the centres of the logs forward 
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eighteen inches. Combining these two motions it can be 
seen that one revolution of the logs will carry the garage 


forward a distance of three feet. 
ok * of 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 

Solutions presented in this section are prepared by practising mem- 
bers of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and ex- 
planation of the problem as will make its study of benefit to the student. 
Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 
Accounting II, Question 4 (20 marks) 

A, B and C were partners. On ist July 1942 they decided to sell 
their business. 

The following schedule shows the ratio in which profits were shared 
and the amount of their capital accounts as determined by the partner- 
ship agreement: 


Share in Capital Account 
Name Profit or Loss 1st July 1942 
Oe ce cee pew ke ee ome owe 2/5 or 40% $90,000 
Bek ESR Seca one Bee eee awa 3/10 “ 30% 50,000 
DP awisiins sce vea cen Gemewene es 3/10 “ 30% 20,000 


The assets and liabilities included the following balances: 

(1) A debit balance in C’s account of $3,000 representing a with- 
drawal of his share of the profits earned in 1942. 

(2) Credit balances in A’s and B’s accounts of $1,000 and $2,000 
respectively, representing the balance of their salary ac- 
counts. 

The net assets, exclusive of partners’ personal accounts and of 
$20,000 cash in bank, were sold for $100,000. Of this amount $20,000 
was received immediately in cash, and the balance is to be paid in two 
equal annual instalments without interest. ; 

The partners agreed that A and B on the first distribution should 
be entitled to their salary accounts as well as their proportionate shares 
of the profits for 1942. 

Required: 

You are required to submit a schedule showing how the cash could 
be distributed as it became available. Cents may be disregarded in the 
solution of the problem. 


SOLUTION 
Date Item Total A B Cc 
1942 
St FUly COM 1 DAE. 6c ois ciccicicicccces $ 20,000 
Received on sale of assets .... 20,000 
DRT CON, 6.6. 05.550 40 e085 0% $ 40,000 
To be disbursed re share of 
Se Gr TEE oe dss seces cs $ 7,000 $ 4,000 $ 3,000 
Balance of salary accounts .... 3,000 1,000 2,000 
OE 65550 ewer wscscsd $ 10,000 5,000 6,000 
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Balance available ............. $ 30,000 
Partners’ capital accounts .... 160,000 90,000 50,000 $20,000 
Indicated possible loss ........ $130,000 52,000 39,000 39,000 
Excess or deficiency ........ $ 30,000 38,000 11,000 19,000 
Allocation of deficiency on basis 
Of Capital ACCOUREE .....- 2 6scces 12,214 6,786 19,000 
Distribution to be made ...... $ 30,000 25,786 4,214 
Total payment «2.666600 $ 40,000 $30,786 $9,214 
1943 
tet July Cash sovelived .............. $ 40,000 
Previous distribution ......... 30,000 
* $ 70,000 
Partners’ capital accounts at 1st 
July 1942 eetleeeeeesceeees .- 160,000 90,000 50,000 20,000 
Indicated possible loss ........ $ 90,000 36,000 27,000 27,000 
Excess or deficiency ........ $ 70,000 54,000 23,000 7,000 
Allocation of deficiency on basis 
of capital accounts ......... 4,500 2,500 7,000 
$ 70,000 49,500 20,500 — 
Distribution made ist July 1942 30,000 25,786 4,214 
Distribution to be made Ist July 
BONG oi waGne soaps osbeanaus $ 40,000 $23,714 $16,286 
1944 
1st July Cash received ................ $ 40,000 
Previous distribution ......... 70,000 
$110,000 
Partners’ capital accounts at Ist 
| Ee a 160,000 90,000 50,000 20,000 
Loss on dissolution .......... 50,000 20,000 15,000 15,000 
RENNIN, od ad $110,000 70,000 35,000 5,000 
Previous distributions ........ 70,000 49,500 20,500 
Distribution to be made 1st July 
EOE Noe igweuotacsseensheoe $ 40,000 $20,500 $14,500 $5,000 
PROBLEM II 


FINAL EXAMINATION, DECEMBER 1944 
Accounting III, Question 3 (25 marks) 


T. Jones and R. Smith are equal partners in a contracting firm 
which went into liquidation on 30th June 1944, the end of its financial 
year. The following is a trial balance of the books at that date: 


Dr. Cr. 
See Cea cake cheb eae Sciges ea VO aoe $ 1,000 
SAI CUEIINIIID  o5 cso ok nos soo A iin wes pba wwe aw ee 10,000 
Se AIR TION 55 5-6 256 0:5 00's 0d oes pins 000s e000 6,000 
ee OT Eee Te eT ee eT 1,500 
SSS sib cusbai ewes shes sd cGN yee yeuNeee aes 10,000 
IN EES a ee ener eee are one 33,000 
PMC MMMB iE cUG au cock oN tases scenes bans seus tenis 200 
SN 25515 soa ats we la Wis sn de StS a7 bin 300 
ED (21005. bawcichinewwnes ebioe was sews 440 $25,000 
Receipts on account of contracts in progress ...... 3,000 
as ate cle Ruste Sy'e sb we s ieee wks awleieS 600 
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Genes 16K 6.6 cick: a Sa ela ae ttl ts een a ae naples a 100 
Mortgage on buildings and equipment .............. 5,000 
Reserve for depreciation on buildings ............ 1,000 
Reserve for depreciation on equipment ............ 15,000 
T; DOMOR GHPMA BOOOWRE oc os 6. oi ceec cca cesswwnns 5,000 
T., JORON GYAWINES BOCOUME 6... esc cc ceiccrscccess 100 
a re 800 
Bes CMBIUE GRIPITAT BOCOUIE ois coi cei ceececsecciaces 5,000 
R. Smith drawings account ................0.ceeeee 1,400 








$62,000 $62,000 














Required: 


_ From the above and the following additional information prepare 
the statement or statements you consider should be submitted to a 
meeting of creditors. 

In addition to their respective interest in the partnership the pri- 
vate financial position of the partners is as follows: 

Assets Liabilities 
RENN tet is ges a Gaia ao meena neue $ 6,000 $6,500 
i CN esis Ss ued oa taieiai sl diese aneelsie 10,000 7,000 

The Accounts Receivable are estimated to be 75% good, 15% 
doubtful (may realize 33-1/3%) and 10% bad. LEighty percent of 
the good accounts receivable is pledged as security against an accounts 
payable of $5,000. 

The selling price of the contracts in progress is $9,000 and a fur- 
ther expenditure of $1,500 is required to complete them in addition to 
$1,000 of the supplies already on hand. The balance of the supplies is 
estimated to realize $300. An offer is received for the buildings and 
equipment which will give the partnership a net amount of $6,000 
after all the necessary adjustments in connection with the transaction 
have been made. 

Liquidation expenses are estimated to be $1,000. 


JONES & SMITH IN LIQUIDATION 
Statement of Affairs as at — 30th June, 1944 




















ASSETS 
Expected to Shrink- 
Book Value realize age 
Free Assets 
2 ee ere ree a $ 1,000 
6,000 Contracts in progress .............. $ 6,000 6,000 $ 4500 
Additional costs, see below ......... 2,500 
$8,500 
BODE OEIOG bcc ie ccades aa caceeceas 9,000 
POE eS 8s ihe as weendecinnses $ 500 
PI IIOG 6b 8560 as Oa sec uec5 ee ae $ 9,000 
Received as per contra .............. 3,000 
$ 6,000 
DB RU0e REBOUND siccawcicsassowssaseiccscease $ 1,500 
Used on contracts .......ccccccees 1,000 





$ 500 300 200 
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Pledged Assets 





















































er) EN oS oe as eseee ns eaneee eae $10,000 
RD WIRE, 5a bc 556600060 cesaseeees 33,000 
Be Eee errr 200 
BOO + Prepald IMSUTANCE ....:0ccsccscccsceec 300 
$43,500 
Deduct Reserve for depreciation per 
ENE hae Sn kG wah SG hes dwdenwes soeGauen 16,000 
$27,500 
Deduct Mortgage, per contra ........ 5,000 
$22,500 6,000 16,500 
Partly Pledged Assets 
$10,000 Accounts receivable 
TORE Sowusndseasees sod sesen'eee $ 7,500 
15% doubtful, worth say ............ 500 
SUE ceases kaeGhetbcbusesasyaces —_ 
$ 8,000 
Deduct Pledged per contra ........ 5,000 3,000 2,000 
$16,300 $18,200 
$62,000 
R. Smith, net private assets ........ 3,000 
$19,300 
Deduct Additional costs of 
TE Geasers acess eons $ 1,500 
MIR is coc essere siceses 6% 600 
| ee eee 100 
-Liquidation expenses ..... 1,000 3,200 
Estimated amount available for un- 
secured creditors being 80% on 1.00 $16,100 
SPIED 5a :bss 505055 55 506S see Rie as 3,900 
$20,000 
LIABILITIES 
Expected 
Book Value to rank 
Secured 
$ 5,000 Mortgage—per contra ............csceecceees $ 5,000 
$ 3,000 Receipts on contracts in progress per contra..$ 3,000 
Partly Secured 
$ 5,000 Accounts payable—per contra ............... $ 5,000 
Preferred Claims 
De I rie sd 504555505 555556 s doses weseains $ 600 
i MINS Soe leu ae eke eau eeuensenee $ 100 
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Unsecured Creditors 


SG PT RIO on avin 0 bei hie oi ook $20,000 
1,000 Reserve for depreciation, building ‘per contra.$ 1,000 





15,000 = . = equipment “ “$15,000 





5,000 T. Jones capital account 
are Drawings account 
800 R. Smith Loan account 
i UCU Capital account 
1,400 “ “* Drawing account 














$62,000 $20,000 
Deficiency Account Dr. Cr. 
Shrinkage as per statement of affairs ...... $18,200 
TAQRIGREION GRPONBCS 2... ec tcecccccccccecceces 1,000 
Salih PPIVATS AMNGSTS 6.0.6 cccsicccveseccceccins $ 3,000 
Partners loan, capital and drawing accounts .. 12,300 
Deficiency per statement of affairs .......... 3,900 








$19,200 $19,200 














PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting III, Question 6 (5 marks) 
The profit and loss accounts of The Dally Co. Ltd. for the years 
1942 and 1943 are as follows: 


1942 1943 
RNIN Serine 0s obese ois ce Ks aries eieeae us Caaweaaes $1,200,000 $1,500,000 
Oe ES, 25 555 bc tres eachometwewsacearaate 960,000 1,170,000 
CO PIE Si si kscwescseeisoisesewes $ 240,000 $ 330,000 
SOUMMS ORPOTNOS 66 soisics hive cecviccovcscovice $ 75,000 $ 80,000 
General and administrative expenses ......... 45,000 50,000 . 
$ 120,000 $ 130,000 
PURE PU iki bese bseees cose en senwses $ 120,000 $ 200,000 
Required: 


Prepare a statement accounting for the increased gross profit as- 
suming that the manufacturing cost per unit was the same in both 
years, 


SOLUTION 
CO a og” Serer $ 960,000 
I SR rer errr ere 1,200,000 125% of cost of sales 
Bee COON DOGS 60 6e6scssesicewasccscs 240,000 20% of sales 
1943 Sales at 1942 prices $1,170,000 x 125 ...... $1,462,500 
ADEE. CRO GOON ookc cciiscsesinicndsciseowcsens 1,200,000 
Sales increase at 1942 prices ............ $ 262,500 
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20% thereon, being profit due to increased 
volume 
Sales actual $1,500,000 
Sales at 1942 prices 1,462,500 


Increased profit owing to increased selling 


Book Reviews ; 


Corporation Finance. By C. A. Ashley. Published by 
The MacMillan Company of Canada, Ltd., 70 Bond Street, 
Toronto, Ontario. 62 pages. 75 cents. Reviewed by the 
editor. 

In the preface to this booklet the author, who is pro- 
fessor of accounting in the University of Toronto, says: “A 
Canadian book on corporation finance is long overdue. Be- 
cause of the pressure of work, and of a bottleneck in the 
binding business, the first five chapters of a larger book 
are published in this form.” The booklet, therefore, no 
doubt is part of a book which is intended to appear later. 
The five chapters deal with forms of business organization, 
formation and control of companies, shares, borrowing— 
bonds, and financial structure. Illustrations are almost 
entirely from Canadian sources. 
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